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CHAPTER I 



INTRODUCTION 



Terms of Reference 

1.1 On the 23rd August 1983, following representations to him by House 
of Fraser, the Secretary of State for Trade and Industry appointed me in 
the following terms to investigate the membership of House of Fraser 
pic . : 

The Secretary of State in exercise of his powers under Section 
172 of the Companies Act 1948, as amended, hereby appoints Mr 
JOHN GRIFFITHS C.M.G. Q.C. of 1 Brick Court, Temple, London 
EC4Y 9BY as Inspector to investigate and report on the 
membership of HOUSE OF FRASER PLC and otherwise with respect to 
the Company for the purpose of determining the true persons who 
are or have been financially interested in the success or 
failure (real or apparent) of the Company or able to control or 
materially to influence the policy of the Company and to do so 
with special reference to whether any such persons are or were 
parties to any agreement to which Section 67 of the Companies 
Act 1981 applies or to any agreement or arrangement relating to 
the exercise of any of the rights conferred by the holding of 
shares in the Company and to report thereon in such manner as 
the Secretary of State may direct. 

1.2 My enquiries have been assisted by written and oral information and 
evidence from two sources, each in their author’s opinion showing prima 
facie evidence of co-ordinated share buying and voting on the part of 
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certain shareholders which had not been disclosed to the Company in 
accordance with the provisions of the Companies Act 1981 . Letters and 
documents were initially provided to me by House of Fraser pic ("House 
of Fraser") and Lonrho pic ("Lonrho") respectively, and formed the 
starting points for my investigations into what might be described as 
the "offensive" and "defensive" concert parties, respectively 
orchestrated, it was alleged, by associates or representatives of Lonrho 
and of House of Fraser. My own enquiries thereafter, though starting 
from these beginnings, have necessarily been wide-ranging and have of 
course followed routes decided by myself and no one else. It has been 
necessary to investigate some matters not directly relevant in 
themselves, both as background to matters directly in issue, and also 
because of the illumination they threw upon those main matters. 

1.3 I heard, at Lonrho' s request, legal submissions from Mr Mark 
Littman Q.C. and Mr Robert Wright Q.C. as to the scope of my terms of 
reference. They submitted that in my terms of reference the phrase 
"materially to influence the policy of the Company " imports wider 
considerations than the earlier or later words; that these words 
required me to consider and decide factual issues relating to all 
aspects of "influence", including for instance the structure, 
composition and character of the board of directors and of the Company ' s 
advisers; and that I should not limit myself to considering 
shareholdings, voting at Company meetings and the like. They further 
argued that I must consider these matters within the context ‘of the 
general law governing fiduciary relationship, instanced by such cases as 
Keech v Sandford (1726) Cas . Temp. King 61, Foss v Harbottle (1843) 2 

Hare 461, Piercy v S Mills & Co. (1920) 1 Ch. 77 and Lagunas Nitrate 
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Company v Lagunas Syndicate (1879) 2 Ch. 392. They suggested that in 



the present context the words carried a meaning broader than that in 
either section 172 of the Companies Act 1948 or section 65 of the Fair 
Trading Act 1973, when viewed in the isolation of those statutes. 

1.4 Whilst feeling unable to accept their submission to the extent 
Lonrho wished, which would have obliged me to consider and rule even 
upon such matters as the comparative strengths of character and of 
personality of the directors and others, and their consequent individual 
influence, nevertheless I have felt it right to construe my terms of 
reference as I believe a sensible businessman would, and not to do so 
legalistically . I have in particular not hesitated to investigate the 
part played by the financial advisers of House of Fraser and to 
consider, and to set down the facts, about whether or not their 
influence upon the policy of the company has exceeded that normally 
exercised by professional advisers, and so has been malign or benign. 
This has involved me in a broader and more time consuming enquiry than 
otherwise might have been the case. I have throughout sought to look 
into the substance of the various relevant matters raised, though I have 
not necessarily enquired into, and especially have not reported upon, 
all the minutiae. I have endeavoured in this report first to set down 
the facts, using where possible the words of the most appropriate 
witnesses, before stating my conclusions about them. 

House of Fraser 

1.5 House of Fraser is the largest United Kingdom department store 
group, with 102 stores and several specialist shops. Its stores are 
household names all over Britain and include Harrods, the Army & Navy 
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Stores, Binns, Chiesmans, D H Evans, J J Allen, Barkers, Dingles and 
many others. The group employs over 27,000 people, of whom 7,500 are 
part-time, and for the financial year ended the 28th January 1984 the 
group profit before taxation was £38.8 million on a turnover of £956.0 
million. 

1.6 The business was founded in 1849 as a partnership between two 
retail drapers in Glasgow, where the head office still remains. It 
passed in 1926 to the founder's grandson, then aged 23, the third Hugh 
Fraser, later Lord Fraser of Allander. The business was developed and 
expanded by him, and by 1948, when it was incorporated as a public 
company, it comprised sixteen Scottish branches. In 1951 the first 
retail outlet in England was bought, and thereafter a period of rapid 
expansion ensued, acquisitions being made throughout England; in 1959, 
after a fierce battle, the Harrods group of stores was taken over by 
House of Fraser, In 1966 Lord Fraser of Allander died and was succeeded 
as chairman and managing director by his son, Sir Hugh Fraser. 

1.7 The policy of growth by acquisition, including that of Army & Navy 
Stores Ltd, was continued under Sir Hugh's leadership during the 1970' s. 
The company became prominent in the south of England; also the group's 
operations were extended abroad to Ireland and to Europe. In January 
1981 the board voted to replace Sir Hugh Fraser as chairman by Professor 
Roland Smith, and on the 25th February 1982 the long family executive 
connection was severed when Sir Hugh Fraser resigned as a director. 

1.8 Lord Fraser of Allander, in order to prevent take-overs, had set up 
interlocking holdings involving shares owned by the Fraser family and 

- 4 - 

Printed image digitised by the University of Southampton Library Digitisation Unit 



trusts, House of Fraser and an investment company he controlled, 
Scottish & Universal Investments Ltd ("SUITS")- In October 1974 SUITS 
sold 21.3 million shares, comprising 17.5% of House of Fraser's issued 
capital, to Carter Hawley Hale Stores Inc. ("Carter Hawley"), a Los 
Angeles-based stores group. In September 1977 came the genesis of the 
matters into which I have enquired when Lonrho purchased this holding 
from Carter Hawley. 

1.9 By the date of my appointment, on the 24th August 1983, the issued 
capital of House of Fraser consisted of 758,000 cumulative £1 preference 
shares, and 153.04 million 25p ordinary shares, 2 million of which had 
been disenfranchised by the Scottish Courts. These were owned by some 
27,560 registered shareholders; I describe later the shareholder 
profile. But by that date some 60% of the issued capital of the Company 
was controlled by the twenty largest shareholders, each of whom owned a 
million or more ordinary shares. Lonrho owned just under 30% of the 
equity in the company. 

Lonrho 

1.10 Lonrho was incorporated in the United Kingdom in 1909 as the 
London and Rhodesian Mining and Land Company Limited. Over the next 50 
years it gradually expanded its mining, property, ranching and 
agricultural interests in the territory formerly known as Southern 
Rhodesia, now Zimbabwe. 

1.11 Mr R W Rowland joined Lonrho as a joint managing director, and 
became a very substantial shareholder in 1961, at which time it was a 
relatively small company with annual sales of £4 million. Lonrho, 
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following extensive development and diversification, is now one of 
Britain's largest companies, and a major international conglomerate and 
trading force, with over 800 group companies in 80 countries and over 
150,000 employees. Between 1961 and 1983 group sales increased from £4 
million to more than £2,355 million, and profits before deduction of 
loan interest from £160,000 to £148.5 million, A major part of the 
credit for this expansion is due to Mr Rowland. 

1.12 The group's activities now embrace: mining of gold, platinum, 
copper and coal; agriculture, including ranching and production of sugar 
and tea; production and shipping of wines; whisky distilling, blending 
and broking; agricultural equipment distribution; motor vehicle 
distribution and assembly; engineering and manufacturing of steel 
products; freight forwarding and warehousing; manufacture of textiles; 
manufacture of furniture and refrigeration equipment ; printing and 
publishing, including newspapers; insurance and financial services; 
ownership and management of hotels, casinos and property; and general 
manufacturing and trading. These activities are carried on by various 
companies in the following major groupings controlled by the company: 

- Hotels and Casinos: the Princess Hotels group, with its 
luxury resort hotels in Mexico, the Bahamas and Bermuda; in the 
United Kingdom the Metropole Hotels group, which also 
specialises in the conference and exhibition field. Two 
casinos are owned in London's Mayfair and seven others 
elsewhere in the United Kingdom, and one in the Bahamas; 

- Wines and Spirits: the group owns Whyte & Mackay, the whisky 
distillers, and produces and ships wine through its French 
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subsidiary, Louis Eschenauer SA. 



- Motor Sales and Distribution: Lonrho owns Jack Barclay 

Limited, the largest Rolls Royce and Bentley dealers in the 
world, and the Dutton-Forshaw Motor Group Limited, substantial 
British Leyland retailers. VAG (UK) Limited, importers and 
distributors of Volkswagen and Audi motorcars , commands a 
significant share of the UK market. The group is also one 
of the largest motor distributors in Africa; 

- Agriculture: Lonrho is Africa's single largest food producer, 
ranching and farming over 1.5 million acres, with products 
which include sugar, tea, coffee and 100,000 cattle; 

- Printing and Publishing: the group publishes many newspapers, 
including the "Observer" and the "Glasgow Herald", and owns two 
security printing companies; 

Freight Forwarding and Warehousing: Lonrho owns half of Kuhne 
and Nagel, a major freight forwarding and warehousing company 
based in Hamburg, with outlets in 80 countries; 

- General: Lonrho ' s interests include the distribution of a 

very wide range of goods in Africa. Products manufactured by 
the group range from cosmetics and coach-building to 

agricultural equipment. 

The Involvement of Lonrho with House of Fraser 

1.13 Lonrho 's involvement in House of Fraser began in March 1977 with 
the significant purchase from Sir Hugh Fraser, members of his family and 
certain family trusts, of 24.5% of the issued share capital of SUITS. 
Following further purchases of SUITS shares in the market, Lonrho by 
July 1977 owned 29.25% of that company. In September 1977 Lonrho agreed 
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to purchase 23.5 million shares in House of Fraser from Carter Hawley, a 
stores group based in California, which together with other purchases in 
the market, brought Lonrho's holding in the company to 19.5%. Mr Philip 
Hawley remained on the House of Fraser board but two other Carter Hawley 
nominees were replaced by Lord Duncan-Sandys and Mr R W Rowland, who 
became deputy chairman of House of Fraser, of which Sir Hugh Fraser was 
chairman . 

1.14 In April 1978 Lonrho made a public offer for the remaining shares 
in SUITS, which at that time held 10.29% of the issued capital of House 
of Fraser. The Secretary of State referred the offer to the Monopolies 
and Mergers Commission ("The Monopolies Commission"). The Commission, 
whose conclusions were accepted by the Secretary of State, reported in 
March 1979 that Lonrho's merger with SUITS would not be expected to 
operate against the public interest, although in their view a new 
situation would be created if Lonrho sought to acquire House of Fraser. 
Following this favourable report, Lonrho renewed its offer, and in June 
1979 SUITS became a wholly-owned subsidiary. Lonrho now owned directly 
over 29.2% of the issued capital of House of Fraser. Their holding was 
increased to 29.9% by the purchase of the remaining shares held by 
Carter Hawley. 

1.15 Between March 1980 and January 1982, a series of disputes took 
place between the majority of the board of House of Fraser and those who 
were also Lonrho directors. Serious students will find them chronicled 
in detail in chapter 4 of the "Report of the Monopolies and Mergers 
Commission on the Proposed Merger between Lonrho Limited and House of 
Fraser Limited", dated the 9th December 1981 upon which I have drawn for 
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the summary that follows. The main events were: 



- a disagreement about the level of the House of Fraser's final 
dividend for the year 1979/80 and the composition of the board, 
culminating at the annual general meeting ("AGM") in June 1980; 

- the appointment in August 1980 of Professor Roland Smith and 
Mr Ernest Sharp as directors, and the appointment of Professor 
Smith as deputy chairman in place of Mr Rowland; 

- disagreement about the proposed sale and leaseback of the D H 
Evans property in Oxford Street, which was resolved at an 
extraordinary general meeting ("EGM") on the 20th January 1981; 

- the replacement on the 28th January 1981 of Sir Hugh Fraser 
as chairman by Professor Roland Smith; 

- the announcement of an offer, on the same day, by Lonrho, of 
150 pence per share for the remainder of the equity of House of 
Fraser . 

The Lonrho Undertaking 

1.16 This take-over bid by Lonrho was referred to the Monopolies 
Commission. In December 1981 the Commission concluded that the proposed 
merger could be expected to operate against the public interest, the 
main finding being that there was a real and substantial risk of a 
serious deterioration in House of Fraser's efficiency (see especially 
paragraphs 7.50 to 7.56 of the report). Following the report, Lord 
Duncan-Sandys gave an undertaking on behalf of Lonrho under Section 88 
of the Fair Trading Act 1973 in the following terms: 
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LONRHO LIMITED HEREBY UNDERTAKES to the Secretary of State that 



it will not either by itself or through its subsidiaries or 
bodies corporate controlled by it: 



(i) Acquire any additional part of the equity share capital of 
House of Fraser Limited which would result in Lonrho Limited 
holding or having an interest in 30% or more of such equity 
share capital; 

(ii) Do anything with the intent that a person associated with 
Lonrho Limited will acquire equity share capital of the House 
of Fraser Limited with the result that the aggregate of the 
shares which Lonrho Limited, its subsidiaries, companies 
controlled by it and any person associated with Lonrho Limited 
hold or in which they have an interest will be 30% or more of 
such equity share capital ; 

(iii) Acquire the whole or any part of the undertaking or 
assets of the business of House of Fraser Limited; 

(iv) Do anything which will result in Lonrho Limited and House 
of Fraser Limited becoming interconnected bodies corporate 
within the meaning of Section 137 (5) of the Fair Trading Act 
1973. 

In the above undertakings "associated persons" has the same 
meaning as in Section 77(4) of the Fair Trading Act 1973; 
"equity share capital" has the same meaning as in Section 154 
(5) of the Companies Act 1948; "controlled" shall be construed 
in accordance with the construction of "control" prescribed by 
Section 77(5) (b) of the Fair Trading Act 1973; and "subsidiary" 
has the same meaning as in Section 154 of the Companies Act 
1948. 



Section 77(4) (d) includes within the definition of associated persons: 
"(d) any two or more persons acting together to secure or exercise 
control of a body corporate. .. .or to secure control of any enterprise or 
assets" . 



1.17 In February 1982 Lonrho announced in its chairman's review of the 
previous year's operations that "the board is moving to resolve the 
stated objections of the Monopolies Commission", and, to this end, the 
company made representations to both the Department of Trade and the 
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Office of Fair Trading. Lonrho has not, in the event, been released 



from its undertaking. 

The Demerger of Harrods 

1.18 On the 16th September 1982 Lonrho requisitioned an extraordinary 
general meeting of House of Fraser for the purpose of considering 
resolutions (appendix 1) requesting the directors to formulate proposals 
for the demerger of Harrods from the rest of the company, and seeking 
the removal of Professor Smith from office as a director. Lonrho also 
announced that in present circumstances it did not wish to renew its bid 
for House of Fraser. The Director General of Fair Trading informed the 
two companies that Lonrho ' s undertakings continued unchanged. 

1.19 Lonrho had previously, at the House of Fraser AGM on the 24th June 
1982, opposed certain proposals of the board of House of Fraser and 
introduced resolutions (appendix 1) to which the board was opposed. The 
extraordinary general meeting requisitioned by Lonrho was held on the 
4th November 1982. The resolution calling for the board to formulate 
proposals for the demerger of Harrods was passed on a poll demanded by 
Lonrho, the board having already announced its agreement to investigate 
the proposal. Lonrho did not put to the vote its second resolution, to 
remove Professor Smith from the board; scrutiny of the proxies lodged 
suggested that this would have been defeated. 

1.20 On the 12th April 1983 notices were posted by the board convening 
an EGM to consider the outcome of the board's investigation of the 
demerger question; on the same day a further such meeting was 
requisitioned by Lonrho. At the first meeting, held on the 6th May 
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1983, one ordinary resolution (appendix 1) , proposing both support for 
the board's recommendation against demerger and expressing confidence in 
the board, was passed by a majority of 1.8 million votes. At the second 
meeting, held on the 30th June 1983, an ordinary resolution (appendix 1) 
approving proposals for demerger put forward by Lonrho was passed by 4.7 
million votes. However the votes cast in support of a special 
resolution to alter the company's Memorandum of Association to permit 
demerger failed by over 30 million votes to reach the necessary 
percentage of votes required: 67.54 million votes cast against 98.69 
million votes needed. 

1.21 The reversal of the close result, on the same issue, between these 
two EGMs, was in large part attributable to the appearance during that 
short period of four new shareholders, all buying from abroad, all of 
whom appeared to have links of one sort or another with Lonrho, and all 
of whom voted with Lonrho on the 30th June. An important part of my 
investigation has been to see whether they had bought their shares and 
voted in association with Lonrho. 

The Notification and Concert Party Provisions of the Companies Act 1981 

1.22 The requirement that persons other than directors should inform a 
company of interests in its shares was first introduced by section 33 of 
the Companies Act 1967, which obliged persons acquiring an interest in 
10% or more of the share capital to notify the company within 14 days of 
the event, together with the date and the total number of shares 
involved. The company was required to keep a register of such 
interests. The Companies Act 1976 reduced the relevant figure to 5% and 
the notification period to five days. Section 27 contained provisions 
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enabling a company to require disclosure of ’’beneficial interests" in 
its voting shares . 

1.23 Section 63 of the Companies Act 1981 continued the obligation on a 
person who has or acquires an interest in (at present) 5% of the share 
capital of a public (not just, as hitherto, a listed) company to notify 
the company within five days of that fact, and also to inform it of any 
significant change in the number of shares in which he is interested 
above the 5% level. Interest is defined as including any interest of 
any kind whatsoever in the shares, and by reason of section 70(4) (b) 
includes interests arising from a discretionary authority granted by 
contract to exercise voting rights, for instance to professional fund 
-managing companies. Notification is required when a holding goes to 5% 
or more, falls below 5% or to zero, or when a holding of 5% or more 
significantly changes. The obligation arises when the person knows of 
his or her interest in the relevant amounts. When the interested person 
is not the registered holder, section 65 provides that he or she should 
say who the registered holder is in so far as they know. 

1.24 The Companies Act 1981 also required the notification to the 
company of interests which are the subject of certain agreements or 
arrangements, colloquially known as "concert parties". Section 67 the 
full text of which is in appendix 2, provides that in order to be caught 
by the Act, the following matters with respect to such agreements or 
arrangements must be proved: 

(a) there must be at least two parties involved; 

(b) there must be provision therein for at least one of the 

parties to acquire interests in shares in the target company; 
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(c) there must be provisions imposing obligations or 
restrictions upon at least one of the parties with respect to 
the use, retention or disposal of the interests in the shares 
acquired, for instance the use of voting rights; 

(d) the interests in some shares must actually have been 
acquired pursuant to the agreement. 



The Definition of "Arrangements” in Section 67 

1.25 The Act clearly envisages in section 67 that it may catch 
"arrangements" that are not legally binding provided that they include a 
mutual undertaking, expectation or understanding which imposes 
restrictions on the use, retention or disposal of the shares. The Court 
of Appeal in British Basic Slag Ltd's Application 1963 1 WLR 727 
considered the meaning of the word "arrangement" as it is used in the 
Restrictive Trade Practices Acts 1956 (now the 1976 Act) , where the word 
also encompasses matters not intended to be enforceable by legal 
proceedings. Diplock LJ said: 



"...It involves a meeting of minds... and since it must be an 
arrangement under which restrictions are accepted by two or 
more parties it involves mutuality in that each party, assuming 
that he is a reasonable and conscientious man, would regard 
himself as being in some way under a duty, whether moral or 
legal, to conduct himself in a particular way... at any rate so 
long as the other. . .parties conducted themselves in the way 
contemplated by the arrangement" 



Diplock LJ , in common with Wilmer LJ, approved the dictum of Cross J 
that: 

"...it must. . .result from some communication between the 
parties - some meeting of their minds... all that is required to 
constitute an arrangement. . .Is that the parties to it shall 
have communicated to one another in some way, and as a result 
of the communication each has intentionally aroused in the 
other an expectation that he will act in a certain way..." 
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1.26 In approaching the evidence before me I have taken this case, 



together with Fisher v Director General of Fair Trading 1982 ICR 71 , as 
persuasive authority that in section 67 an unlawful arrangement arises 
only if there is a meeting of minds between two or more parties leading 
to a moral obligation upon them for one to buy shares, and as to the 
manner in which they will use, retain or dispose of shares bought; no 
unlawful arrangements can eventuate, even if there were to be such an 
agreement, unless and until shares are bought by one or other party and 
no notification is made in due time; any expectation, to be caught by 
the section, must by virtue of section 67(4) (a) arise from a moral 
obligation incurred by reason of the mutual undertakings, and not from 
any matter outside such arrangement; if no such commitments are incurred 
there can be no breach of the section. 

1.27 These provisions under the Companies Act 1981 may be distinguished 
from the broader definition of "acting in concert” in The City Code on 
Take-overs and Mergers : 

"Persons acting in concert comprise persons who, pursuant to an 
agreement or understanding (whether formal or informal), 
actively co-operate, through the acquisition by any of them of 
shares in a company, to obtain or consolidate control of that 
Company" . 

1.28 Where a Companies Act "concert party" agreement exists, and where 
the collective interest of the parties (including interests in any 
shares acquired prior to the agreement) equals or surpasses 5%, a 
notification to the company must be made pursuant to section 63 by all 
the parties, each being deemed to be interested in all the shares in 
which the other parties are interested. They must also notify the 
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agreement being registered by the Company. The penalties provided by 



section 72 for non-compliance with the requirements of section 63 and 67 
are upon indictment a maximum of two years' imprisonment, an unlimited 
fine, or both; and the Secretary of State may direct that the shares in 
question shall be subject to section 174 restrictions. 

1.29 The Companies Act 1981 came into force on the 15th June 1982. It 
is important to observe that the notification requirements were extended 
to interests and concert party agreements which were already in 
existence at that date. 

Section 74 Enquiries 

1.30 By section 74 of the Act, a company is empowered to require 
information from anyone whom it knows or has reasonable cause to believe 
is either interested in its shares or has been so interested at any time 
in the past three years. The person of whom enquiry is made is obliged 
to give details of any interest in the shares which he possesses, or of 
which he knows, and of any past or existing "concert party" agreement 
relating to the exercise of any rights arising from the shares in 
question of which he or she has knowledge. The penalties for failure to 
provide information, or for knowingly or recklessly giving information 
which is materially false, are as laid down by section 72. In addition, 
where a company does not have (or does not choose to invoke) any powers 
in its Memorandum and Articles to impose restrictions on its shares, it 
may, under section 77, apply to a Court for an order subjecting "the 
shares in question" to restrictions (for example as to the receipt of 
dividends) under section 174 of the Companies Act 1948. 
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Structure of the Report 



1.31 I conclude this introduction to my report by outlining the Chapters 
to follow: 

Chapter II : "Methodology" - in which I describe the route I 

followed in investigating the matters into which 
I had to enquire. 

Chapter III : "The True Ownership of House of Fraser" - in 

which I set down the beneficial owners of 
holdings of above 500,000 shares in House of 
Fraser, and describe the shareholder profile of 
the company, and summarise certain material share 
purchases . 

Chapter IV : "The Control of House of Fraser" - in which I 

describe in outline how the major categories of 
institutional shareholders, and in particular the 
largest corporate shareholders , reached their 
decisions as to share purchase, and as to voting. 

Chapter V : "Was there an Offensive Concert Party ?" - in 

which I describe the allegations, set out the 
facts as I discovered them to be, and set down my 
conclusions about the matters first drawn to my 
attention by House of Fraser, and deal with 
various other matters; 

Chapter VI : "Was there a Defensive Concert Party ?" - in 

which I describe the allegations , set out the 
facts as I discovered them to be, and set down my 
conclusions about the matters first drawn to my 
attention by Lonrho, and deal with other matters. 
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CHAPTER II 



METHODOLOGY 



Inspector's Powers and Duties 

2.1 Under section 167 of the Companies Act 1948, as amended by section 
39 of the Companies Act 1967, and section 87 of the Companies Act 1981, 
officers and agents of the Company under inspection, and other persons 
whom an Inspector considers has or may have any information concerning 
the Company's affairs, are under a duty to produce all books or 
documents, to attend an Inspector when required to do so, and otherwise 
to give all reasonable assistance. An Inspector may examine persons on 
oath. Wrongful refusals to produce any book or document,, to attend 
before an Inspector when required to do so, or to answer any question, 
may, after enquiry by the High Court, be punished. Section 174 of the 
Companies Act 1948, as amended by Section 91 of the Companies Act 1981, 
in addition empowers the Secretary of State for Trade and Industry, 
where an Inspector appointed under Section 172 of the Companies Act 1948 
encounters difficulty in finding out the relevant facts about shares, to 
direct by order that the shares should be subject to restrictions, for 
example as to the payment of dividends. 

2.2 The Department of Trade and Industry offers advice and guidance to 
Inspectors, and to others carrying out enquiries under the Companies 
Acts, in the Handbook of the Companies Inspection System (HMSO 1980), 
which is intended to draw attention to the main parameters of the law as 
explained by the Court of Appeal in Re Pergamon Press Ltd 1971 Ch 388 
and Maxwell v Department of Trade & Industry 1974 QB 523. The main 
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thrust is the need for investigations to be conducted with absolute 
fairness. Witnesses should be given reasonable notice that they are 
required to attend for examination. They should be given advance notice 
in general terms of the matters to be dealt with, together with the 
particulars of any documents to which the inspector proposes to refer in 
detail. Where an inspector is disposed, in his report, to condemn or to 
criticise anyone in respect of the affairs of the company under 
investigation, then he should first give that person a fair opportunity 
to correct or to contradict the thrust of the evidence against him. It 
is expected that usually ah inspector will also put to a witness at some 
stage for his comment the substance of the evidence upon which any 
intended criticisms are based which he may be minded possibly to make, 
and take into account before reaching his final conclusion such 
representations or comments as are made. It may be appropriate to 
indicate the nature of any potential criticisms. Any rejoinders or 

representations or other evidence may be included in the report where 
this is necessary or appropriate to ensure fairness. 

2.3 I have followed the procedure outlined above in this enquiry. 

Witnesses 

2.4 I interviewed a total of 175 witnesses whose names will be found in 
appendix 3. I wish to take this opportunity, at the outset of my 
report, to thank all those witnesses who, at personal inconvenience and 
at their own expense, attended to give evidence, and who answered my 
questions so conscientiously and fully. They all gave valuable 
assistance to my investigation. 
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2.5 I informed each at the start that whilst I appreciated the need 
for, and would try to retain, the confidentiality of what I was told, 
this might not prove possible if their identity or their evidence had to 
be disclosed either in my report or out of fairness to others to permit 
them to comment. I decided not to provide transcripts to any witness 
until after the conclusion of the evidence of all so as to minimise the 
dangers of collusion. I made an exception to this rule in the case of 
those to whom 1 wrote outlining potential adverse conclusions about them 
or their evidence which I conceivably might have to make, and 
inviting them, if they wished, to suggest further evidence I should 
take, or to make representations. I provided them with all their 
transcripts at that stage . 

2.6 So far as such potential adverse conclusions were concerned, I 
outlined them in general terms by letter, and amplified them during oral 
hearings . I did not provide transcripts of the evidence I had been 
given by others, because of the confidentiality aspect; but I read out, 
if I had not already done so at an earlier stage, the substance, and in 
certain cases where it was necessary out of fairness to do so, the exact 
words, of what witnesses had said, so that they could understand its 
flavour and nuances before giving their own comments . These details 
then appeared on the transcripts which they received. 

2.7 Contrary to the reports I read in the press, and to suggestions 
made by a witness to at least one member of Parliament, I made only two 
visits outside the United Kingdom to take evidence; in addition I 
interviewed in Glasgow some witnesses who by reason of age or infirmity 
it seemed to me right to see in their homes . I interviewed Dr Ulf 
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Siebel, the chief executive of Richard Daus & Go., in Luxembourg, and 
Mrs Adriana Funaro in Paris because neither was prepared to come to 
London, and each controlled very substantial shareholdings, and were 
right in the centre of my enquiry. Mrs Funaro, as I explain in chapter 
V, only agreed to give evidence at all after I had commenced legal 
proceedings against her. I offered to pay the fare to London of one 
South African witness, or to visit him there if absolutely necessary,’ in 
view of a very material allegation about which he was thought to be able 
to give important evidence; in the event I was able to see him when, 
unexpectedly, he came to London on business. I made similar offers to a 
very few other potentially important witnesses, including Dr J M Kreke. 
Mr Jack Hayward invited me, at one stage to take his evidence in the 
Bahamas, but in the event I was able to interview him when he had come 
to London. 

2.8 I am glad to say that all the United Kingdom-based witnesses whom I 
summoned co-operated willingly, and went in many cases to considerable 
lengths to assist me. But in the course of my enquiries I also found it 
necessary to seek to examine a number of witnesses who were either 
resident overseas or who led a peripatetic existence. Here the picture 
was more mixed. A number co-operated fully, both by supplying, 
information and by agreeing to be interviewed. Some timed or extended 
their visits on business to London to allow me the opportunity to 
interview them here. On the other hand, a number of people, in addition 
to Mrs Funaro, declined to be interviewed at all, and even in one or 
two extreme cases to provide the information for which * I had asked. It 
is fair to say that some of these were precluded from giving 
confidential information about their clients by their own national laws. 
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Daiei Inc. and Richard Daus & Co. 



2.9 But in one instance no such explanation is available. The 
management of Daiei Inc., of Osaka in Japan, a well-known retail store, 
despite many attempts to persuade them to tell me their version of 
events, remained more silent than the Sphinx. I have no doubt that, for 
whatever reason, they reached a settled determination not to co-operate, 
though it must have been as clear to them as daylight that they had 
material evidence to contribute about their own involvement. Unlike the 
case of agents, there was no national law to prevent them doing so. I 
cannot but think that their attitude and refusal to help an enquiry set 
up under English law by the Secretary of State for Trade and Industry 
was deliberately designed to be obstructive. It certainly does nothing 
to help commercial comity between nations. I deal in chapter V with the 
details of the case of Daiei Inc., and with some of the issues arising. 
The difficulty of compelling evidence from foreign residents, even 
principals, is a weakness in the statutory scheme. Nor, in the case of 
Daiei Inc., or indeed Richard Daus & Co., would the sanctions of section 
174 have been effective in the hands of the Secretary of State, for the 
shares had already, at the instance of House of Fraser, been placed 
under restrictions by the Scottish Courts. It may be that consideration 
should be given to the institution, after due process, within the 
statutory scheme of a confiscatory mechanism in extreme cases. 

2.10 I was further hampered, as I explain more fully in chapter V, in 
reaching a conclusion about Richard Daus & Co., and Daiei Inc., by the 
claims of legal privilege against disclosure made on behalf of Lonrho 
pic, and by the refusal of Dr Ulf Siebel to give evidence about a 
variety of crucial matters because, as he claimed, he was advised that 
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under German law he was forbidden to do so. 



Dr Siebel, whom I 



interviewed in Luxembourg and who is resident in West Germany was not at 
the time a compellable witness. 

The Course of my Investigations 

2.11 I began my investigation by asking the House of Fraser's 
registrars, the Clydesdale Bank pic, for a list of all registered 
shareholders with holdings of 100,000 shares or more. My administrative 
secretary, Dr Roger Brown, then wrote to all registered holders of 
500,000 or more shares, enclosing a copy of my terms of reference and 
seeking information about all purchases or sales of House of Fraser 
shares made by them since the 1st January 1982: the name or names in 
which the shares were registered; any interest which any other person or 
organisation might have in the shares; any interest which the 
shareholder might have in shares registered under another name ; any 
discussions which the holder or, in the case of a company, any of the 
directors, might have had with any other shareholder or intended or 
prospective shareholder, or person acting or purporting to act on their 
behalf, about the purchase or sale of shares, or the exercise of any 
voting or other rights subsisting in the shares; and, lastly, to state 
any other matter within their knowledge with they considered might be 
relevant to my terms of reference. 

2.12 I chose 500,000 shares, being 0.325% of the equity, because below 
this figure I thought a holding was unlikely to be able materially to 
influence the policy of the company. A similar letter was subsequently 
sent to organisations where the cumulative total of shares owned, but 
registered in more than one nominee or name, was found to be 500,000 or 



- 23 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



more, and to shareholders who had held 500,000 or more shares at any 
time since the 6th May 1982. A total of 42 shareholders were contacted 
in these various approaches. Dr Brown also obtained for me details of 
how the votes had been cast at the extraordinary general meetings 
("EGM") in 1982 and 1983 at which the possible demerger of Harrods had 
been considered* I later enquired about holdings above 100,000. 

2.13 Where the reply to my initial letter disclosed any other underlying 
interest in the shares concerned, as for instance in the case of nominee 
companies, a letter in similar terms was sent to the person or 
organisation named. This process was repeated until in respect of such 
holdings every person or organisation with an interest of any kind had 
been identified and contacted. 

2.14 As soon as replies began to be received, I began to interview 
shareholders and their associates. My questions focused on four main 
areas : 



(a) how decisions to invest were reached; who made them, and 
the limits, if any, of their authority; 

(b) how the policy decision as to how shares were to be voted 
was made , and by whom ; 

(c) the actual reasons for any purchases or sales during the 
period from the 1st January 1982 to the 24th August 1983; in 
some cases, for various reasons, I extended my enquiries back 
to the 1st January 1980; 

(d) the reasons why the votes were cast in whatever way they 
were, in particular at the Harrods demerger meetings in 1983. 
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The information gained in answer to the first two of these questions is 
summarised in Chapters III and IV. The information gained in answer to 
the remaining questions are set out, to the extent that they are 
relevant. In chapters v and yi. 

2.15 I also at the same time commenced enquiries into the concert party 
allegations made by House of Fraser and Lonrho respectively, I took 
evidence first about the facts on which the allegations were based, 
about any suspicious features I found, and of the business or other 
connections between the alleged conspirators. I describe in detail in 
chapters V and VI the evidence I received and my conclusions. As part 
of my enquiries into the alleged "defensive concert party", I used my 
statutory powers to seize and inspect all the documents, from 15th 
September 1976 onwards, in the possession of Warburgs and Cazenoves in 
order to see what light they cast on the matter. I describe in chapter 
VI what I found, and the oral explanations given about certain 
documents . 

2.16 The full list of the names and occupations of the witnesses I 
called is given in appendix 3. It is difficult to categorise all of 
them conveniently. The principal groups comprised shareholders 
themselves, both private or corporate, and their representatives; 
persons from nominee companies ; stockbrokers ; bankers ; trustees ; 
directors and staff from investment management companies of various 
sorts. I interviewed, especially with regard to the concert party 
allegations, a number of directors and employees of House of Fraser, 
Lonrho , Warburgs and Cazenoves , as well as a number of private 
individuals who in various ways were able to shed light on the matters I 
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had to investigate. 



2.17 My task, particularly as I was appointed the sole Inspector, would 
have been impossible without the help I was given by the administrative 
secretary and staff seconded to assist me from the Department of Trade 
and Industry. I wish to pay public tribute to the abilities and hard 
work of, in particular, Dr Roger Brown, Mr Christopher Cook, his 
assistant, and Mr Stuart Robertson, his senior clerical officer. They 
all worked long hours, and at weekends, efficiently, cheerfully and 
without complaint. The work produced by the typists provided by the 
Department was accurate, quick and admirable, and the shorthand writers 
who provided the transcripts were without exception excellent. 

An Interim Report 

2.18 I explain in paragraph 5.336 the reasons why, technically, this 
must be an interim report. Whilst I have completed my investigations, 
and have reached conclusions which I set out on all other matters, it 
was not possible for me to do so in respect of certain shares which are 
the subject of restrictions imposed by the Scottish Courts. So far as 
my inquiries into Daiei Inc. and Richard Daus & Co. are concerned, in 
view of the gaps in the information in my possession at present, and 
because I am aware there is other relevant information in existence, I 
consider it is not appropriate to reach any final conclusions. 
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CHAPTER III 



THE TRUE OWNERSHIP OF HOUSE OF FRASER 



Introduction 

3.1 My terms of reference require me to determine and report who are 
the true persons who are or have been financially interested in the 
success or failure (real or apparent) of the company. I have taken this 
to mean those persons in fact beneficially entitled to the ownership of 
shares in House of Fraser, whether these be held in the name of nominee 
companies, or by others on their behalf. However in the case of 
investment, family or charitable trusts, pension funds, or other similar 
organisations, I have generally not sought to search behind the trustees 
or other persons entitled to exercise voting rights in respect of the 
shares in order to discover who are the ultimate beneficiaries. 

3.2 I propose in this chapter to set out my conclusions on the basis 
described above about: 

(a) the beneficial ownership of House of Fraser at the 24th 
August 1983; and 

(b) significant changes and trends in share ownership both 
before and after that date 

I shall then describe shortly the shareholder-profile of House of 
Fraser . 

The True Ownership of House of Fraser 

3.3 I propose in this section of my report to set out the results of my 
investigation as to the beneficial ownership of the shares in House of 
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Fraser. I investigated and have available the facts as to all holdings 
in excess of 100,000 shares. But for reasons that are obvious, I have 
restricted this report to the larger holdings only, and have chosen to 
take those in excess of 500,000 shares. 



The Top Twenty Shareholders 

3.4 It is of assistance as a background to later sections of my report 
to have in mind the identities and size of the largest holdings in House 
of Fraser. On the 24th August 1983 there were twenty shareholders who 
each owned more than one million shares, their aggregate holdings 
totalling some 60% of the equity; of this figure almost half was owned 
by Lonrho. These holdings, in order of size, were as follows: 



Table 1 



The Largest Shareholdings at 24th August 1983 








No of Shares 


Percentage 






(million) 


of equity 


Lonrho pic 




45.54 


29.75 


Fraser Trusts 




5.88 


3.84 


Merchant Navy Officers Pension Fund 




5.35 


3.50 


House of Fraser Profit Linked Share 


Plan 4.31 


2.82 


Globe Investment Trust 




4.17 


2.72 


National Coal Board Pension Fund 




3.63 


2.37 


Legal & General Assurance Society 




3.17 


2.07 


British Rail (Wages Grades) Pension 


Fund 2.95 


1.93 


Doctor A Mar wan 




2.00 


1.30 


Richard Daus & Co 




**2.00 ■ 


**1.30 


Mr J Hayward 




2.00 


1.30 


British Telecom Pension Fund 




1.58 


1.03 


Pearl Assurance Society 




1.32 


0.86 


Electricity Supply Pension Fund 




1.27 


0.83 


Co-operative Insurance Society 




1.27 


0.83 


BBC New Pension Fund 




1.17 


0.76 


Post Office Superannuation Fund 




1.16 


0.75 


Prudential Corporation 




1.10 


0.72 


Royal London Mutual Insurance Society 


1.04 


0.68 


Mrs A Funaro 




1.00 


0.65 


^^Disenfranchised: see paragraph 5. 


298 


et seq. 
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Beneficial Ownership of Shareholdings in Excess of 500 ,000 Shares 



3.5 The following schedule lists the beneficial ownership, as I 
discovered and find it to be, of all shareholdings in excess of 500,000 
shares on the 24th August 1983, and gives the name in which the holdings 
were registered; in almost every case the shareholder has exclusive use 
of the nominee account referred to. There are several other nominee 
accounts which, although in total containing more than 500,000 shares, 
yet contain no individual holding above, or even approaching that 
figure. No useful purpose is served by scheduling such nominee 
holdings, and I have not done so. 



Table 2 

Shareholdings of Over 500,000 Shares: 24th August 1983 



Name 



Total Beneficial Regd . Name ( s ) in which Breakdown of 
Shareholding at the Holding is Main Share- 
24th August 1983 Registered holding 



1 . LONRHO 45 , 544 , 000 



Lonrho pic 
ACGE Investments 


19,938,849 


Ltd 

London & 
Australian Gen. 


4,119,996 


Property Co. Ltd 
NC Head Office 


6,000,000 


Nominees SU A/c 
Marine Midland 


9,000,000 


Bank Nominees L A/c 
Banca Commerciale 


3,502,800 


Italiana Nominees 
R W Rowland, 

P A Hawley and 


2,980,000 


29 Lonrho employees 


2,355 



2. FRASER TRUSTS 
AND FAMILY 

INTERESTS 5,885,978 

held as follows: 

Cont ' d over . . . 
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(a) Lord Fraser of 
Allander 1966 Trust 


Clydesdale Bank 
(Head Office) 


669,920 


(b) Emily Fraser 
Trust 


NC Head Office 
Nominees Ltd 


12,000 


(c) Hugh Fraser 
Foundation 


NC Head Office 
Nominees Ltd 


2,835,716 


(d) Hugh Fraser 
1962 Trust 


NC Head Office 
Nominees Ltd 


1,231,855 


-(e) Lord Fraser of 
Allander 1 s 
Testamentary 
Trust 


Vindex Trustees 
LFAF41 A/c 


563,800 


(f) Hon Ann Lewis 
Fraser 


Clydesdale Bank 
(Head Office) 
Nominees Ltd 


436,814 


(g) Lady Fraser of 
Allander 


Clydesdale Bank 
(Head Office) 
Nominees Ltd 


27,873 


3. MERCHANT NAVY 
OFFICERS PENSION 
FUND 5,350,000 


Merchant Navy 
Officers Pension 
Fund Trustees Ltd 
Merchant Navy 
Officers Pension 
Fund Trustees Ltd 
"N A/c" 


3.250.000 

2.100.000 


4. HOUSE OF FRASER 
PROFIT LINKED 

SHARE PLAN 4,318,928 


Midland Bank Trust 
Co Ltd 672842 A/c 




5. GLOBE INVEST- 
MENT TRUST 4,175,000 


Glyn Mills Nominees 
(Lombard Street) 
Limited 1007 A/c 




6. NATIONAL COAL 
BOARD PENSION 

FUND 3,635,367 


National Coal Board 
Pension Fund 
Nominees "B" A/c 
National Coal Board 
Pension Fund 
Nominees "B" A/c 


2,077,311 

1,558,056 


7. LEGAL & GENERAL 
ASSURANCE GROUP 3,176,269 

held as follows: 

(a) Legal & General 
Assurance Soc . 


Reg’d. in same name 


2,644,269 



Cont ' d over . 
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80,000 



(c) Legal & General 
(Unit Assurance) 

Equity Fund 

(d) Legal & General 
(Pensions Manage- 
ment) Ord. Fund 

8. BRITISH RAIL 2,950,000 

(WAGES GRADE) 

PENSION FUND 

9. DOCTOR A MARWAN 2,000,000 



Midland Bank Trust 
Co. Ltd. 672810 A/c 



Midland Bank Trust 

Co. Ltd. 661300 A/c 432,000 



Junction Nominees Ltd 



Midland Bank (Overseas) 
Nominees Ltd 



10. J A HAYWARD Esq 


2 , 000 , 000 


Reg'd. in same name 


11. RICHARD 


DAUS 




Max Morel (Nominees) 


& CO. 




2,000,000 


Limited 


12. BRITISH 


TELECOM 


1,580,268 


Britel Fund Nominees 
Limited IM A/c 
Britel Fund Nominees 
Limited W A/c 



13. PEARL ASSURANCE 

CO. LTD. 1,320,000 



Reg'd. in same name 



14. ELECTRICITY SUPPLY William & Glyn's 

PENSION SCHEMES 1,275,000 Bank Ltd BEB A/c 



1,038,132 

542,136 



15. COOPERATIVE 
INSURANCE SOCIETY 


1,274,260 


Reg'd. in same name 




16. BBC NEW PENSION 
FUND 


1,175,000 


Barclays Nominees 
(Lombard Street) Ltd 
MG A/c 

Barclays Nominees 
(Lombard Street) Ltd 
WI A/ 


375.000 

800.000 


17. POST OFFICE 

SUPERANNUATION 

FUND 


1,159,732 


Possfund Nominees Ltd 
IM A/c 

Possfund Nominees Ltd 
W A/c 


761,868 

397,864 


18. PRUDENTIAL 
ASSURANCE GROUP 
held as follows: 
(a) Prudential 
Assurance Ltd 




Prudential Nominees 
Limited 


94,566 


(b) Prudential 
Pensions Ltd 




Prudential Nominees 
Limited 


109,940 
Cont ' d over . . . 



- 31 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



(c) Mercantile & General 
Reinsurance Ltd 



500,000 



19. ROYAL LONDON MUTUAL Reg'd. same name 

INSURANCE SOC. LTD 1,040,584 



20. MRS ADRIANA 
FUNARO 



Reg'd. same name 

1 , 000,000 



21. SUN ALLIANCE & 

LONDON ASSURANCE 

GROUP 950,000 

held as follows : 

(a) Sun Alliance & Reg'd. same name 

London Assurance 
Co. Limited 



(b) The London Reg'd same name 

Assurance 



(c) Alliance Ass. SAL Pension Fund Ltd 

(as Trustee of SAL 
Pension Fund) LTD 



22. EAGLE STAR 

INSURANCE GROUP 944,575 

held as follows: 



370,000 



400.000 

180.000 



(a) Eagle Star 




Eagle Star Insurance 




Insurance Co . Ltd 




Co. Ltd 'D' A/c 


200,000 






Eagle Star Insurance 
Co. Ltd 'H' A/c 


500,000 


(b) Eagle Star 




Eagle Star 




Investments Ltd 




Investments Ltd 


244,575 


23. BARCLAYS 
UNICORN GROUP 
held as follows: 


895,000 






(a) General Fund 




Royal Exchange 
Trustee Nominees 
Ltd MC A/c 


200,000 


(b) Income Fund 




Royal Exchange 
Trustee Nominees 
Ltd MI A/c 


350,000 


(c) "500" Fund 




Royal Exchange 
Trustee Nominees 
Ltd MD A/c 


65,000 


(d) Trustee Fund 




Royal Exchange 
Trustee Nominees 
Ltd UC A/c 


125,000 








Cont ' d over . . . 
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(e) Barclay trust 
Investment Fund 




Royal Exchange 
Trustee Nominees 
td 10204 A/c 


155,000 


24. SCOTTISH AMICABLE 
INSURANCE CO. LTD 


866 , 240 


Reg'd. same name 




25. COOPERATIVE 
INSURANCE FUNDS 


790,000 


Cooperative Pension 
Funds Unit Trust 
Nominees Ltd 




26. WILLIAM P 
POWELL ESQ 


774,292 


Reg ' d . same name 




27. LUCAS PENSION 
SCHEMES 


754,240 






(a) Lucas Staff 
Pensions Trust Ltd 


468,360 


Reg'd. same name 




(b) Lucas Works 
Pensions 


285,880 


Reg'd. same name 




28. PHOENIX ASSURANCE 
GROUP 

held as follows: 


678,502 






(a) Phoenix Ass. 
Co. Ltd. f A ' A/c 




Reg'd. same name 


420,000 


(b) Phoenix Ass. 
Co. Ltd. 'B* A/c 




Reg ' d . same name 


258 , 507 


29. UNIVERSITIES 

SUPERANNUATION 

SCHEME 


650,000 


Bisgenus Nominees Ltd 




3Q . DOCTOR J KREKE 


650,000 


Dunlaw Nominees Ltd 




31. ABU DHABI INVEST- 
MENT AUTHORITY 


625,000 


NBAD Nominees Ltd 




32. EQUITY & LAW 
LIFE GROUP 
held as follows: 


600,780 






(a) Equity & Law 
Life Ass. Soc. Ltd 




Reg'd. same name 


480,780 


(b) Equity & Law 
(Managed Funds) Ltd 




Reg'd. same name 


120,000 
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33. TEXTILES PENSION 
TRUST LTD 



Reg’d. same name 



600 , 000 



34. AIRWAYS PENSION 

FUND TRUSTEES LTD 575,000 



Reg'd. same name 



35. WITAN INVESTMENT 
Co . 



Reg'd. same name 



600,000 



36. GREATER MAN- 
CHESTER COUNCIL 
STAFF SUPER- 



Kingman Nominees Ltd 



ANNUATION SCHEME 



540 , 500 



37. SAUDI ARABIAN 
MONETARY AUTHORITY 



Robert Fleming Nominees 
540,000 ZZ A/c 



The Major Increases in the period up to the 24th August 1983 

3.6 Significant large holdings first bought during the period from 6th 
May 1982 to 24th August 1983 include these of Doctor Ashraf Marwan, Mr J 
A Hayward, Richard Daus & Co., Mrs Adriana Funaro and Doctor J Kreke. 
There were also significant increases over that period in the existing 
holdings of the Merchant Navy Officers Pension fund, Electricity Supply 
Pension Scheme, Cooperative Pension Fund, Universities Superannuation 
Scheme, Witan Investment Co., Eagle Star Insurance and the Prudential 
Assurance Co. Ltd. 

3.7 The dealings by Merchant Navy Officers Pension Fund had a chequered 
history: it sold its remaining holding of 250,000 shares on the 6th May 
1982 yet on the 24th May 1982 commenced a programme of purchases which 
were completed on the 28th September 1982, by which time the holding had 
become 5.35 million. The first purchase of shares by Richard Daus & 
Co., bankers of Frankfurt, registered in the name of Max Morel 
(Nominees) Ltd, was made on the 24th September 1982 and the last on the 
12th October 1982, which with a small sale on the 26th May 1983 brought 
the holding to its current level of 2,000,000. 
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3.8 The initial purchases of shares by Dr Marwan, registered in the 
name of Midland Bank (Overseas) Nominees Ltd, took place on the 19th, 
20th and 23rd May 1983, and a holding of 2,000,000 shares had been built 
up in this account by the 24th August 1983. Subsequently he bought more 
shares . 

3.9 The first purchase of shares on behalf of Mr J A Hayward of 
Freeport, Grand Bahama, took place on the 6th June 1983 and the last 
within this period on the 4th August 1983, taking his holding to 
2,000,000 shares. Mrs Funaro, from abroad, purchased 1,000,000 shares 
on the 17th and 18th May 1983, and a further 200,000 shares on the 16th 
and 19th August 1983, though the latter shares were not registered by 
the 24th August 1983. Purchases of 650,000 shares, later registered in 
the name of Dunlaw Nominees Ltd, were made on behalf of Dr J Kreke 
between the 12th May and the 3rd June 1983. In July 1983, pursuant to 
the terms of its trust deed, the House of Fraser Profit Linked Share 
Plan, had an accretion of 757,562 shares. 

3.10 There were also a number of large increases in existing holdings, 
which it is convenient to set out in tabular form, during the period 
between the 6th May 1982 and the 24th August 1983. These were: 





May 1982 


August 1983 


Purchase Date 


Increase 


Electricity 
Supply Pension 
Schemes 


700,000 


1,275,000 


March 1983 


575,000 


Cooperative 
Pension Fund 


240,000 


702,500 


October and 
November 1982 


462,500 








Cont 1 


1 d over. . , 
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Universities 

Superannuation 

Scheme 



400,000 



650,000 



September 1982 250,000 



Witan Invest- 
ment Co. Ltd 



300,000 



600,000 



May 1982 
May 1983 
June 1983 



25,000 

175.000 

100.000 



300,000 



Eagle Star 
Insurance 



500,000 



700,000 



22nd April 
1983 to 1st 

June 1983 200,000 



Prudential 
Assurance 
(Mercantile & 
General 



Reinsurance Ltd) 200,000 



500,000 



June 1983 



300 , 000 



Significant Decreases in the period the 6th May 1982 to the 24th August 
1983 

3.11 The London Trust, which had a holding of 1,000,000 shares on the 
6th May 1982, sold it between the 12th August and the 5th October 1982. 
Metal Box Pensions Trustees Ltd held 837,500 shares at the 6th May 1982 
in the name of Robert Fleming Nominees Ltd, and this holding was 
liquidated between October 1982 and July 1983. National Westminster 
Bank Pension Fund reduced its holding from 525,000 to 375,000 shares 
during the period, and Barclays Unicorn General Fund from 420,000 to 

200.000 shares. These were the largest decreases. I do not consider it 
to be relevant to report those smaller in size. 

Significant Changes since the 24th August 1983 

3.12 There have been several significant share transactions during the 
period of my enquiries. Mrs Funaro, who increased her holding to 

1.200.000 shares as described above, disposed of this holding in January 
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1984. Simultaneously Dr A Marwan acquired 1,300,000 shares and through 
several other substantial purchases in the period, increased his holding 
to 3,850,000 shares on the 23rd March 1984. 

3.13 The Abu Dhabi Investment Authority made substantial purchases in 
September and October 1983 and by January 1984 had acquired a holding of 
2,025,000 shares. This holding has since been reduced and consisted on 
the 23rd March 1983 of 625,000 shares. Textiles Pension Trust Ltd 
disposed of their entire holding of 600,000 shares during December 1983 
and January 1984, and Mercantile & General Reinsurance, part of the 
Prudential group, made further purchases of 150,000 shares in November 
and December 1983 to increase its holding to 650,000 shares. Again I 
have not considered it to be necessary to report smaller transactions 
nor to enquire into and report upon changes in holdings subsequent to 
23rd March 1984. 

Kuwait Investment Office/Bank of England Nominees 

3.14 On the 6th May 1982 there was a substantial holding of 2,775,000 
shares in the name of Bank of England Nominees, and this increased to a 
maximum holding of 4,425,500 on the 5th October 1982. The holding was 
progressively reduced until, by the 24th August 1983, the remaining 
balance was 100,000 shares. On the 6th May 1982 the Kuwait Investment 
Office were the beneficial owners of 830,000 shares registered in the 
name of Ditat Nominees Ltd, a holding reduced to 25,000 shares by the 
24th August 1983. The Kuwait Investment Office kindly agreed 
voluntarily to assist my enquiry by giving evidence about the sale, and 
placing, of these shares. I learned that it was also the beneficial 
owner of the shares held in the name of Bank of England Nominees. 
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Shareholder Profile of House of Fraser 



3.15 I turn now to consider the shareholder-profile of investors in 
House of Fraser, and to what extent if at all, that has changed in the 
period under review, for the suggestion has been made to me that the 
emergence of Lonrho as such a large shareholder, together with the 
various battles over the past years, has changed considerably the 
character of the company. It was suggested to me that the small 
shareholders, especially those in Scotland, had tended to sell their 
holdings and to be replaced by fewer but larger corporate investors, 
with the consequence that overall control moved from many into much 
fewer hands. The exact cause of this change, which I found in fact to 
have occurred, is more debatable. 

Shareholders Generally 

3.16 I first set out Table 3, which analyses the character of 
shareholdings in House of Fraser, as between 1978 and 1984, so as to see 
the profile of share ownership in the company, and how it has changed 
over that period. The categories are chosen for ease of comparison with 
Table 4. The use of nominees results in a very different profile from 
what is in fact the true beneficial ownership, which is analysed and 
shown in Table 9. The decline in individual holdings in both absolute 
and percentage terms is striking. 

3.17 Table 4 is extracted from the Stock Exchange Survey of Ownership 
(page 13: Table 3.3 - as adapted), which shows the position generally in 
1981. I am most grateful to the Stock Exchange for permission to 
reproduce this and certain other information. 
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Table 3 



House of Fraser: Analysis by Type of Registered Shareholder 



Category of 


At the 


28th 


January 1978 




At the 


19th March 1984 




Registered 

Holders 


No of 


% 


Shares 


% 


No of 


% 


Shares 


% 




Holders 


Held 




Holders 




Held 




Individuals 


37,450 


95.5 


61,610,549 


50.7 


25,333 


95.1 


42,934,717 


28.1 


Insurance Cos . 39 


0.1 


5,368,933 


4.4 


69 


0.3 


10,086,140 


6 . 6 


Banks and 
Nominee Cos 


. 1,304 


3.3 


46,322,553 


38.1 


919 


3.5 


52 , 246 , 000 


34.1 


Investment 

Trusts 


24 


0.1 


434,117 


0.4 


64 


0.2 


6 , 788 , 728 


4.4 


Pension Funds 29 


0.1 


1,943,671 


1.6 


31 


0.1 


12,379,612 


8.1 


Other Corporate 
















Bodies 


344 


0.9 


5,828,779 


4.8 


211 


0.8 


28,604,186 


18.7 


Total 


39,190 


100 


121 , 508,602 


100 


26,627 


100 


153,039,383 


100 



Table 4 

Stock Exchange Survey of Ownership 



Category of Registered Holding 

Personal (Individuals) 
Insurance Companies 
Banks and Nominee Companies 
Investment Trusts 
Pension Funds 
Others 



% of shares owed at 
the 30th June 1981 

22.4 

18.3 

33.9 

4.2 
13.0 

8.2 

100 . 0 % 
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3.18 Tables 5, 6 and 7 analyse and compare, both in absolute numbers and 



by percentages, as between 1978 and 1984, the number of shareholders, 
and the number of shares in House of Fraser held by three classes of 
shareholder, categorised by the size of their holding: 

Table 5 

Shareholdings by Category: 1978 and 1984 

At 28/1/78 At 19/3/84 

Numbers % Shares % Numbers % Shares % 

Up to 



10,000 


38,686 


98.6 


34,018,644 


28.0 


26,201 


98.4 


24,293,084 


15.9 


10,000 to 


100,000 


407 


1.1 


13,135,024 


10.7 


302 


1.1 


9,060,929 


5.9 


Over 


100,000 


97 


0.3 


74,354,934 


61.3 


124 


0.5 


119,685,370 


78.2 




39,190 


100 


121,508,602 


100 


26,627 


100 


153,039,383 


100 



Table 6 



Shareholdings in 


excess of 10, 


000 shares 






Date 


28.1.78 


22.10.82 


17.6.83 


19.3.84 


No. of Holders 


504 


479 


445 


426 


Total shares 










held by them 


87,489,954 


124,315,690 


126,830,247 


128,746,299 


Average holding 


173,591 


259,532 


285,012 


302,221 


Shares in issue 


121,508,602 


152,281,821 


152,281,821 


153,039,383 


Percentage held 


of 72.0 


81.6 


83.3 


84.1 



total in issue 

Table 7 

Total Number of Shareholdings 

28.1.78 6.7.78 5.7.79 3.7.80 9.7.81 8.7.84 14.7.83 19.3.84 

39,190 38,156 35,702 35,564 32,775 30,613 27,560 26,627 
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3.19 It will be seen from Tables 5, 6 and 7 that the total number of 



shareholdings has decreased considerably over the period, despite the 
25% increase in issued share capital; and that shares have become 
markedly more concentrated in larger shareholdings over the period. The 
Stock Exchange Survey of Share Ownership in Table 8 demonstrates a 
gradual but marked decline in personal shareholdings and a corresponding 
rise in institutional shareholdings over the period up to their survey 
date of the 31st December 1981, and this may be compared with the 
position in House of Fraser. 

Table 8 

Stock Exchange Survey ; Distribution by Percentage of Market Value of 
Shareholdings between Categories of Registered Shareholders 

Comparison of Surveys at 31st December 



Category of Holder 


1963 


1969 


1975 


1981 




% 


% 


% 


% 


Personal 


51.0 


44.7 


41.9 


25.4 


Charities 


1.8 


1.8 


1.5 


1.7 


Banks 


0.9 


1.4 


0.7 


0.3 


Insurance Companies 


9.2 


10.6 


10.7 


15.9 


Pension Funds 


2.9 


4.9 


4.7 


12.0 


Investment Trusts and 
Other Financial Companies 


5.8 


5.3 


4.9 


3.3 


Industrial and Commercial 
Companies 


3.5 


3.9 


2.6 


2.5 


Public Sector 


1.7 


3.8 


3.9 


3.0 


Overseas Sector 


4.0 


3.7 


2.9 


2.4 


Nominees 


19.2 


19.9 


26.1 


33.4 




100.0 


100.0 


100.0 


100.0 
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3.20 To some extent the House of Fraser structural changes shown in the 
preceding tables reflect this same process, but I am satisfied that the 
concentration of shares in large shareholdings is considerably more 
marked in House of Fraser than would normally be expected, and that it 
is largely attributable to the particular events and also to the 
patterns of share purchases described elsewhere in my report. The 
dramatic rise of holdings by "other corporate bodies" is due primarily 
to the purchases of shares by Lonrho and its subsidiaries and the 
re-registration of those shares, and has no other significance. I 
suspect from the tenor of opinion evidence given to me, though it is not 
possible to prove objectively, that the striking flight of small private 
investors from House of Fraser is in part caused by the acrimony that 
has troubled the company over the past five years or so. 

Nominee Shareholdings 

3.21 A major difficulty, prior to the Companies Act 1981, in 
establishing the beneficial ownership of shares, used to be the 
increasingly common use of nominee shareholders: See Table 3 and Table 
4. I was however able to obtain details, which I subsequently checked 
in my own investigations, of the identity in the vast majority of cases 
of the beneficial owners of holdings from the records and register 
maintained by the company secretary of House of Fraser, which register 
is open to public inspection; and in the case of some smaller 
shareholders through my own further enquiries. But a problem still 
remains with foreign owners , as the history of the Daus shares 
illustrates. I was unable to discover even to my own satisfaction the 
identity of the true beneficial owners of these shares, nor of certain 
others owned in Hong Kong. 
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3.22 An analysis of nominee shareholdings in excess of 50,000 shares was 
available for the 3rd June 1983 and the 9th January 1984 respectively. 
The only significant changes over this very short period was an increase 
of overseas holdings from 18.03% to 24.18%, and a decrease in Pension 
Fund holdings registered in nominee names from 34.1% to 30.23%, 
respectively. The increase first-mentioned potentially makes it more 
difficult both for the company, and hence the public, to discover and 
know the true owners of the House of Fraser. 

Shareholders Holding over 100,000 Shares 

3.23 I decided also to try to examine the trends in changes of 
beneficial ownership during the period covered by my investigation. I 
was seriously restricted by the great number of shareholders and the use 
of nominees by over 30% of shareholders , and so decided to look only at 
the larger holdings. My staff carried out an analysis of shareholdings 
in excess of 100,000 shares for the dates 18th June 1982 and 26th August 
1983 from information about the underlying beneficial owners. What they 
found is contained in the next table, and again shows the same sort of 
rise in overseas holdings. 

Table 9 



18th June 1982 26th August 1983 



Category 


Shares held 


% 


Shares held 


% 


Individuals 


2,576,566 


2.5 


2,115,253 


1.8 


Insurance Companies 


14,224,285 


13.6 


14,316,622 


12.4 


Pension Funds 


22,119,539 


21.1 


25,726,209 


22.2 


Investment Trusts 


8,393,269 


8.0 


6,986,622 


6.0 


Unit Trusts 


1,489,615 


1.4 


1,155,000 


1.0 


Industrial & Commercial 


42,056,880 


40.1 


45,654,000 


39.4 
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Overseas 



4,940,000 4.7 



9,745,000 8.4 



Trustees 5,362,075 5.1 5,537,155 4.8 

Others 3,643,901 3.5 4,534,718 4.0 

104,806,130 100.0 115,767,962 100.0 
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CHAPTER IV 



THE CONTROL OF HOUSE OF FRASER 



Introduction 

4.1 I turn now from the question of the "true ownership" of House of 
Fraser to that of "control" of the company. It is necessary to 
distinguish between ownership and control because a very significant 
proportion of shareholders, both individual and institutional, entrust 
their assets to professional investment managers under various forms of 
agreement, discretionary or otherwise. Such funds often include House 
of Fraser shares. As a result, depending upon the terms of the 
management contract, there may be a dichotomy between beneficial 
ownership, and voting control. In many cases shareholders, though 
beneficially interested in the shares, have ceded their voting rights to 
their professional managers. Even when voting questions are referred to 
the shareholder, I found it to be almost invariably the case that the 
advice of the investment manager as to voting is followed, on the 
premise that you do not keep a dog and then bark yourself. Consequently 
voting rights in respect of large numbers of shares, usually contained 
in a variety of funds and accounts, may be controlled either directly or 
indirectly by investment managing companies or their staff. 

4.2 The share capital of House of Fraser, as I have explained, is 
heavily concentrated in a relatively small number of substantial 
shareholdings, the 20 largest of which on the 24th August 1983 
controlled between them some 60% of the equity: these mega-holdings are 
set out in Table 1 in paragraph 3.4; all those shareholdings in excess 
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of 500,000 shares are tabulated in Table 2 in paragraph 3.5. These 
corporate and individual shareholders, in combination, were able to 
control, and similarly in some cases perhaps even singly, were on 
occasions able materially to influence the policy of the company. It 
seemed to me unhelpful merely to report such to be the case without also 
considering how, in respect of the corporate shareholders, the policy 
decision was made, and with whom the power lay, as to the way in which 
their shareholding should be voted; for if the decision as to voting a 
large shareholding were to be made arbitrarily and solely by any 
director or officer, then it would seem that he, rather than his 
employers, was the person potentially in a position to influence the 
policy of the company. 

4.3 It is obviously neither practicable nor necessary for me to consider 
each shareholder individually. I have, however, in the course of the 
enquiry interviewed representatives of a very substantial sample of such 
corporate shareholders, and have asked them all how both investment and 
voting decisions are made within their organisation, with particular 
reference to House of Fraser. I propose below to set out the results of 
that research, both generally insofar as various categories of 
institutional shareholder are concerned (pension funds; insurance 
companies; unit and investment trusts; investment management companies), 
and in particular to describe how in the case of the largest 
shareholders (Table 1) these individual decisions are taken. Some 
further detailed evidence about how other particular institutions made 
their investment and voting decisions is also contained in chapter VI in 
the course of my consideration of other related matter s • 
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LARGER CORPORATE SHAREHOLDERS 



4.4 I turn now to consider the larger institutional shareholders. 

Lonrho pic 

Lonrho pic is by far the largest shareholder, owning some 29.9% of the 
share capital of House of Fraser. I received evidence, which I accept, 
both from Mr Rowland, Mr Edward du Cann MP, a deputy chairman, and from 
other Lonrho directors, to the effect that the voting of this 
shareholding on all important resolutions about House of Fraser, was 
finally decided by the board of Lonrho, and not by any individual. 



Mr du Cann described the positionto me: 



»Q...If Lonrho as a shareholder is going to put down a 
resolution for either an AGM or EGM of House of Fraser , is that 
decided by the board? (Or) is that decided by the executives? 
-A. It would be decided by the. . .executive directors 
informally, then it would be put to a formal meeting of the 
board. Q. For instance, the demerger of Harrods resolution. 
Can you first give me the flavours of how that came to be 
decided? -A. Without looking back at it, it would be 
difficult. But certainly it would be something that would have 
been discussed informally. Q. And then? —A. Then the formal 
steps would have to be taken. It would be discussed at a full 
board meeting. Q. I see. -A. The formalities in Lonrho are 
scrupulously observed. Q. What about... less important things, 
for instance, how you ought to vote on the re-appointment of 
auditors ...?.. .does that come up to the board as well? -A. 
...the business (of Lonrho) is very largely decentralised. . .the 
chap in charge of sugar runs the sugar part and only comes when 
he has important matters to discuss. He is expected to get on 
with the business of running the company. Q. Does that mean 
with House of Fraser Mr Robinson would take the decision? -A. 
Broadly speaking, Spicer & Robinson would be responsible and 
they would take the routine decisions. They would only come to 
either one of informal meetings (of the executive directors) or 
to a formal meeting (of the board), or one after the other, and 
bring matters up if there was something of particular note or 
significance" . 
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The Fraser Trusts 



4.5 There are five family or testamentary trusts established by Lord 
Fraser of Allander, which are listed in Table 2 in paragraph 3.5. They 
own in total 5.88 million shares, comprising over 3.8% of the equity of 
House of Fraser. I received evidence from Sir Hugh Fraser and from Lady 
Fraser of Allander, who, together with the Honourable Ann Fraser, 
comprised the trustees, and also from Mr G K V Clarke, a senior writer 
to the signet practising in Edinburgh, whose law firm is employed to 
administer the trusts. He attends all meetings of the trustees. 



4.6 A quarterly meeting of the trustees is held at which the agenda 
includes a review of investments, and of the affairs of House of Fraser. 
It is not the trusts' policy usually to vote its shares on routine 
matters, but in view of the relationship between the Fraser trusts and 
House of Fraser, the shares of the trusts are in that case always voted. 
Instructions as to how to vote the shares emanate from the trustees. 
Both Lady Fraser and Mr Clarke, on any basis, clearly are strong 
characters. Both play an active role in the trusts. Lady Fraser 
described the position to me: 



"Q....Can you tell me, in respect of decision-taking. ... is that 
something that all the trustees take an equal part in, or do 
you as your husband's widow take the lead, or do the gentlemen 
take the lead, or how is it? -A. No, we discuss everything, 
and we come to a conclusion, what we would like done. Kenneth 
(Clarke) is always at the meetings. We discuss things openly 
and make a decision. Q. Would you say that any of you is the 
prime mover in the decision making? -A. Not really. My son, 
being a man, sees the bigger world, and maybe he makes a 
suggestion I would never have thought of. Again, it is always 
brought up and always discussed. Q. And it is genuinely a 
corporate decision of the three of you? -A. Oh yes. Q. I 
ought to put to you for your comment that it has been suggested 
to me by a witness that in practice it would be highly unusual 
for yourself or your daughter not to go the way that your son 
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wished in respect of these things? -A. Well, I don't think 
so. I hope I have a mind of my own". 

Mr Clarke, in the absence of Lady Fraser, told me the same thing. I am 
satisfied that the actions of the trustees reflect a consensus view, and 
that no one trustee played such a dominant role as to be, in effect, in 
control . 



Merchant Navy Officers Pension Fund 

4.7 The Merchant Navy Officers Pension Fund ("Merchant Navy") is, after 
Lonrho, the largest corporate shareholder, owning 5.35 million shares 
representing approximately 3 %% of the equity. I describe in paragraphs 
5.170 et seq the organisation of the Merchant Navy and the set-up of its 
investment department. I learned from Mr Robert Fawcett, finance 
director of Andrew Weir & Co Ltd and the chairman of the investment 
sub-committee of the Merchant Navy, who has held that appointment for 
almost two years, that: 



"...I ascertained on my first day down at Epsom that 
contentious votes went to the chairman (for decision), and they 
still do.... I wrote to Henry Gorell-Barnes (of Morgan Grenfell) 
on 27th April saying I would be away (from England) and 
returning 6th May,.... but during that time a proxy decision may 
have to be made with regard to.... House of Fraser....! turn now 
to 30th June. I told Geoffrey Musson that I would be away from 
the office from lunchtime Wednesday, and I asked him to send 
any voting or investment problem to Henry (Gorell-Barnes) or 
failing that to Derek (Allan of Guardian Royal Exchange)....! 
asked for reference to be made to the advisers rather than to 
the trustees. ... (because) ... .it is very important for the Fund 
to get things right for the eventual beneficiaries, the 
pensioners ... .my investment sub-committee .... agreed that I 
would be right to make reference to one of those two (in my own 
absence) ... .we consistently, all the way through, where the 
question has come up, voted for the demerger of Harrods but we 
have adamantly refused. ... in the absence of very peculiar 
circumstances, to attack the management itself. One of the 
votes was to seek to get rid of Smith and that we refused to 
do. We voted against that. That has been our policy in voting 
from start to finish". 
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4.8 I accept the evidence of Mr Fawcett who was clearly an efficient, 
strong-willed and truthful man. He explained to me that he had, with 
the aid of the honorary financial advisors to the Merchant Navy, and 
after obtaining the views of Mr Musson and his team, arrived at a 
decision in principle as to how to vote in relation to the demerger of 
Harrods. It seems to me appropriate that he, as a trustee and chairman 
of the investment sub-committee, after taking advice, should be the 
person who ultimately had the responsibility of taking such decisions. 
It is to be noted for future reference that though Mr Musson has 
influence it is not he who takes these decisions. 



Globe Investment Trust 



4.9 The Globe Investment Trust owned 4.17 million shares, comprising 

2.72% of the equity. I took evidence from Mr Colin Black, a deputy 

chairman and investment managing director of the trust. He struck me as 

a most responsible man upon whose evidence I could rely, and he told me: 

"....It is not normally our habit to vote our shares unless 
there is something particularly controversial or a particular 
item which we would wish to express a view on....Q. And the 
decision to vote and, which side to vote, pro or anti a 
particular resolution, was that your decision, a board 
decision, your chairman's decision, or what? -A. It would 
have been a decision by the Board based on my 

recommendation.... we have (in relation to House of Fraser) 
voted for the present board, but not blindly. We have heard 
out the other side and their arguments on each occasion that we 
were going to vote our shares , and we have chosen to vote in 
favour of the present board" . 



I accept that the Globe's decisions are those of its board in such 
highly controversial matters as the demerger of Harrods. 
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National Coal Board Pension Funds 



4.10 The National Coal Board Pension Funds ("NCB Funds") owned 3.63 
million shares, comprising some 2.37% of the equity of the company. I 
asked Mr Hugh Jenkins, the investment director of the NCB Funds, about 
this matter. I learned that the NCB Funds as a matter of policy always 
voted even upon routine resolutions. I asked him how in contentious 
issues the voting decision was taken, and by whom, and I was told: 



"....If it is something of a business nature - as distinct from 
something which might be termed "political" - ....which is 
raised, and it is of a contentious nature, then that is 
something which, after receiving advice from my analysts, the 
sector manager and the portfolio manager of our UK equity 
portfolio, I would then discuss it and its ramifications with 
the chairman of the investment committee. Collectively we 
would come to a view. Q....Is Mr Harrison a cypher in these 
circumstances or does he take a lively part? -A. He takes a 
lively interest. Q. If you were to have a difference of view 
what then? -A. I'm just trying to recollect the number of 
occasions when we have had a disagreement ... .Q . If it did 
arise, a situation where each of you held diametrically opposed 
views and could not really see the way of going with the other 
one, does that then go to the management committee? -A. Yes, 
in fact I can remember one very recently where I have held a 
very strong point of view. That was settled in the end by both 
(management) committees". 



4.11 The NCB Funds consistently have voted in support of the board, and 
in relation to the demerger of Harrods I asked Mr Jenkins why this was 
so : 



"....A proposition being put forward by Lonrho was that the 
company should demerge Harrods. The company's argument is that 
it should not demerge it, and we have supported the company's 
view on the basis of its general trading philosophy. It had a 
need to cut out units which were overlapping in declining 
markets. It had need for cash to modernise stores. It had 
need for cash to create stores in areas where it was not 
represented. Cash would come, since it was a very strong cash 
earner, from Harrods to enable it to do so. Equally as 
important was the fact that it was integrated in terms of 
purchasing. It was integrated in terms of the staff perception 
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of Harrods being the flagship of the group, and that this might 
do damage to the morale of the staff. It might injure also 
their prospects for career development and, indeed, the general 
perception of the group might in some way suffer. That has 
been our view so far". 

I accept the evidence on these issues given by Mr Jenkins. It seems to 
me an appropriate and sensible system that the professional investment 
director in association with the chairman of the trustees, who is 
experienced in financial matters, being finance director of the National 
Coal Board itself, should between them take voting decisions if they 
both agree on the course to follow; and that in the case of disagreement 
this matter should go for resolution to the management committees of 
each of the two separate funds within NCB Funds. 



Legal & General Assurance Society 

4.12 The Legal & General group own 3.17 million shares, being 2.07% of 
the equity in the company. Mr Peter Simon, the senior investment 
manager of the group, gave evidence and told me that in routine voting 
matters, such as the reappointment of auditors, the decision is taken by 
comparatively junior persons in the investment department who despatch 
the appropriate proxy. So far as controversial decisions were concerned 
the position was different: 



"....If you take something like the House of Fraser, which is 
now, on each and every occasion ,.... and has been a fairly 
lengthy drawn-out drama, that would have been carefully 
considered by Peter Bell and myself as to which way we should 
vote, and then we do it - he was assistant general manager, 
Stock Exchange Investments ... .On any difficult situation such 
as House of Fraser, that is very carefully considered. At that 
stage very often there are contacts made by both parties to try 
and persuade you. I have brought my file and you can see, if 
you wish, all the endless chat that went on. The point of 
principle I should make is that L & G's basic posture is to 
support the incumbent board. For us to vote against a board is 
pretty dramatic. That is a sign of no confidence and that is a 
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decision, before you get there, you would make muttering 
noises. .. .The final responsibility (as to voting) would be with 
me, and if I felt it was necessary to consult somebody else 
like my chief executive or refer it to the board, I would.... We 
had contact with both sides. Lonrho was not shy in telling us 
why they felt we should either vote for their resolution or 
abstain. In fact we have probably had more contact with them 
than with either House of Fraser or with Warburgs. But our 
view and the assessment we came to is that we would support the 
House of Fraser board. .. .That was our assessment of the 
relative merits of the two cases.... I happen to be enormously 
sceptical about the demerger of Harrods....! do not accept it 
as being a good thing for House of Fraser shareholders ... .On 
that I have all the bits and pieces here, I happen to take that 
view on the demerger. I think the analogy with Trafalgar and 
Fleet Holdings does not stand up.... there were, and are still, 
question-marks about the tax incidence, and it is arguable also 
that this was just another approach by Lonrho to achieve their 
end.... we were just not convinced of the strength of the 
(demerger) case....” 



4.13 Mr Simon struck me as an honest and experienced man who had applied 
his mind to the problem and voted the way that he did from genuine 
conviction and not from prejudice. The system in the Legal & General 
group, under which control rests with the two senior people on their 
equity investment side, seems to me to be appropriate, given the ability 
if necessary to consult the chief executive or the board. 

British Rail (Wages Grades) Pension Fund 

4.14 The British Rail Pension Fund owned 2.95 million shares, comprising 
about 1.93% of the equity in the company. I received evidence from Mr 
John Morgan and Mr Nicholas Fitzpatrick, respectively the pension fund 
manager and his deputy. I asked him: 



"....Do you have a policy with regard to voting shares which 
the pension funds hold? -A. (Mr Morgan) Yes. We are the 
owners of the shares on trust for our members and we control 
the voting rights.... We do not necessarily vote on every jot 
and tittle resolution that comes up. Q. Supposing you get a 
controversial issue. How do you take the decision ? -A. (Mr 
Morgan): we control the voting; and "you invest managers, 
whoever you are, do not vote the stock without reference to us 
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and taking instructions from us.” That is a general 
principle. . .Q. How do you decide and who decides which way to 
vote on a controversial issue? -A. (Mr Morgan) We decide 
in-house, so I as the general manager, possibly through a 
delegate, decide with colleagues what the voting shall be... We 
sit and ask ourselves how should we vote or possibly should we 
vote (at all )... sometimes this is done on paper, sometimes we 
have a meeting... we obviously look for advice on this 
matter... and generally we do take advice from a wide range of 
sources .. .stockbroker contacts and so on. 

Q... Where does the power decision lie, even if it may be 
delegated from time to time? Is it with you or with your 
trustees or with Mr Fitzpatrick or what? -A. (Mr Morgan): I 

think it varies obviously from issue to issue, but if we are 
generalising it lies with me. I am the chief executive officer 
of the Fund so far as the investment management is concerned 
and therefore if any decisions are taken at a level below me, 
say by Nick Fitzpatrick, .. .that would be a delegated authority, 
but it would come back to me . Q. In order to arrive at your 
decision, on those where you are involved, what process do you 

go through? Do you discuss it with Mr Fitzpatrick? -A (Mr 

Morgan) I discuss it with my colleagues. There may be other 
colleagues apart from Mr Fitzpatrick involved as, for instance, 
quite a number of these notes are prepared by one of our 

colleagues in the department who is an analyst. (Mr 

Fitzpatrick): That is right, it is most unusual for John not 

to be involved in any of these controversial decisions. Q. Do 
you sit like a judge and listen and then go away and decide? 
-A. I sit like a judge and listen and decide; I do not go 
away. 

...Q. Would you, for instance, have rung up some man in some 
bank or whatever whose judgement you respect ?...A. I have 
looked to the people who bought the shares in the first 
instance. To Warburgs and to Warburg Investment Management. 
They are one of our principal advisers, if not the principal 
adviser, and it would be wrong in any case that we should not 
look to them for their views. Q. Except of course the bank 
were 'parti pris ' . -A. (Mr Morgan) They became corporate 

finance adviser to House of Fraser. We take the view that 
there is a Chinese Wall between those two organisations and 
that does hold. Q. Have you found in practice it does? -A. 
Pretty much and in certain instances have found that it very 
much held. Q. Can you give me an example of one where it held 
very much? -A. (Mr Morgan) Yes, we became large shareholders 
in...Ackroyd & Smithers. Warburgs through their corporate 
finance banking side wished to acquire an interest in that firm 
of jobbers... it came, I think as something of a shock - yes a 
shock and a surprise - to the corporate finance side of 
Warburgs to find that we , a Warburg Investment Management 
client, were possessed of the large holding which we had. One 
did have to expose that situation to the Panel and to the Stock 
Exchange very rapidly. Of course Warburg's own plans might 
well have been, if not damaged, certainly forced into 
reconstruction" . 
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I considered Mr Morgan to be a thoughtful and responsible man, and an 
impressive witness. The situation in the case of the British Rail 
Pension Fund falls into the general pattern I have described above under 
which the voting of the shares is controlled by the chief investment 
executive, taking advice from his colleagues and elsewhere if he 
considers it necessary. 



British Telecom Pension Fund 
Post Office Superannuation Fund 

4.15 These two Funds originally were under the same ownership until the 
Post Office and the telephone service were divided. The British Telecom 
Pension Fund, after the division on the 1st April 1983, owned 1.58 
million shares, representing 1.03% of the equity, whilst the Post Office 
Superannuation Fund owned 1.16 million shares, representing 0.75%. Both 
funds are managed jointly by PosTel Investment Management Limited 
("PosTel"), an in-house organisation whose investment director is Mr 
George Dennis, and whose director of finance is Mr Robert Padgett. I 
learned from them that PosTel always voted their shares on every issue 
as a matter of principle, on the basis that this is a responsbility of 
shareholders which they should discharge with due diligence. They 
illustrated their decision-taking process by reference to a 
controversial issue involving a different company from House of Fraser: 



"...I instructed our solicitors to look into this and they did 
the preliminary work... I then referred this to the chief 
executive, and he, in consultation with the trustees of 
Possfund at that time, decided to take the matter further. As 
a result of that we contacted other pension funds and expressed 
our disquiet .. .Q. .. .1 am only interested in your internal 
position -A. (Mr Dennis) Yes, it went up the chain of 
command. Q. Would you have felt it within your remit to have 
taken the decision by yourself if you had wanted to? -A. No. 
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Q, Why not? -A. (Mr Dennis) Because it would not be my 
responsibility. Ultimately it would be the responsibility of 
the trustees of Possfund or, now, directors of PosTel . I gave 
advice, but it was their decision. 

Q . . . Let us take the House of Fraser demerger issue... In 
May/June... I know that your fund ultimately voted in favour of 
the board. Can you describe to me what happened in that 
interval to lead to the decision and who took the decision to 
support the board in that particular matter? -A. (Mr Dennis) 
As a matter of principle we always support the incumbent board 
of a company, unless we have good cause not to... if you put 
people on the board of a company, you must support them in toto 
or you must sack them: it is a matter of principle. ...This 

principle was followed in the case of the House of Fraser. We 
entered into a great deal of economic work ourselves, taking 
cashflow analyses. Our view was that in the near term the 
House of Fraser without Harrods would be in a very difficult 
cashflow position. ...Again there was well-documented evidence 
to indicate what the board of House of Fraser was trying to do 

in getting the House of Fraser back on its feet. ...The House 

of Fraser needs a relatively long breathing space to find the 
right policy: ...on good rational economic grounds we felt that 
we should support the existing board if the demerger issue were 
to come up... we put forward a recommendation to the chief 
executive, which he supported, and we voted in favour of the 

board... we had a series of discussions over a year... the chief 

executive, myself, and the retail specialists ... .1 assume that 
the chief executive may well have consulted one or more members 
of PosTel or Possfund at that time; but I don't know. ...I did 
also have discussions with the incumbent chairman of our board 
of trustees, Sir Daniel Pettit, who's also on the board of 
Lloyds . " 



Mr Dennis, I found to be a very careful and good witness who clearly 
thought deeply, was very experienced, and had in the front of his mind 
the interests of his beneficiaries. The voting decision emerged after 
considerable internal and external discussion of the issues, and was 
made not by the investment team, but by the chief executive after taking 
account no doubt of the views of Mr Dennis and his team, and after there 
had been discussion with the chairman of the trustees, and possibly 
others . 
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BBC New Pension Fund 



4.16 I called to give evidence on behalf of this Fund, who own 1.17 
million shares, representing 0.76% of the equity, Mr Martyn Notley the 
head of pensions accounts for the BBC and Mr Harold Hughes, until 
recently the director of finance for the BBC, and a trustee of their New 
Pension Fund. I asked them: 



"Now what is the policy, if any, in regard to voting shares 
which the trustees control? -A. (Mr Hughes): the policy is 
that if there is a question of voting shares, the managers 
always refer to us. What that means in practice is that they 
refer to Martyn, who is the head of pensions accounts. Martyn 
then refers to me in my capacity as a trustee. Q. Always, or 
only if he thinks it necessary? -A. (Mr Hughes): Always. I say 
this not to drive the point home too much, but it is in my 
capacity as a trustee — He refers the matter to me and I then 
take a decision, on behalf of my fellow trustees, as to how the 
shares should be voted. I have to say that the decision, more 
often that not, follows the recommendation that was given to us 
by the managers .. .We only vote in contentious issues and not in 
straightforward issues. (Mr Notley): We do tend not to vote. 

We will look at that, and vote on the sort of cases that you 
are talking of, where we have a large stake in the company, it 
is because we think that that is right and proper. Q. As you 
have eight managers, you may get differing recommendations as 
to how to vote. Do you split your vote or do you vote all 
eight one way? -A. (Mr Hughes): I cannot recall a case where we 
have had differing recommendations. I think, if we did, we 
would have a discussion with the managers, that is to say, with 
these who voted differently or suggested differently rather. 
Possibly... I would telephone one of our other managers who is 
not a holder of the shares, just to discuss it with him in 
general, and then come to some view. Q. Coming to the various 
votes on the House of Fraser situation. . .1 note from the facts 
that your votes have consistently supported the views put 
forward by the board and not the views put forward by Lonrho 
where there has been a division of opinion on matters —A. Yes. 
Q. From what you have said, I gather the decision to vote that 
way was yours ? A. (Mr Hughes): Certainly, yes. Q. And you 
were actually consulted about the House of Fraser? —A. (Mr 

Hughes): Absolutely, yes. Q...In other words do you really 

look at it? Does anybody look at it, or do you just go along 
with the managers by and large unless somthing hits you 
straight between the eyes? -A. (Mr Notley) : Certainly I am the 
recipient of the information, which I then pass across to Paul. 
Certainly, I probably read more about it, merely because most 
of the documentation lands on my desk. ...Whether I have 
influenced your view or not, I would not know. I do not 
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actually consider that I am there to take the decision, in any 
event. (Mr Hughes): No. Martyn and I would have virtually 
been in daily contact with these people. We always discuss it. 
...I look to him to give me advice on the advice, so to speak. 

I think the only point that one ought perhaps to emphasise. .. is 
that it is a decision made by the trustees. I mean I act on 
behalf of the trustees. Very occasionally, if I felt it 
necessary, I might consult one of my fellow trustees. I might, 
for example, consult the chairman of the trustees. 



4.17 One of the principal managers to the BBC New Pension Fund was 
Warburgs Investment Management; another was the M & G group. I accept 
the evidence of Mr Hughes that he in fact personally took the voting 
decisions, having discussed with Mr Notley the advice received from any 
managers who held the shares in question. Mr Hughes struck me as a 
strong-minded and independent man, used to taking decisions, and not the 
sort of person to be overborne by his professional advisers. Again it 
seemed to me that the system by which voting decisions were made was a 
sensible and appropriate one. 



Prudential Assurance Corporation 

4.18 The Prudential group own 1.1 million shares, representing 0.72% of 
the equity. I summoned Mr Ronald Artus, the chief investment manager, 
together with his deputy, Mr James Cox, to give evidence. I asked them: 



"Can we then come on to your organisation's policy in regard to 
voting shares? Would you like to give me a teach-in on that? 
There are two things: (i) if you have got a policy, what is 

it? (ii) how do you implement it? -A. (Mr Artus): Well, boards 
put a number of resolutions to AGMs of a variety of 
significance; we have held for many years that shareholders 
ought to vote. A lot of people, and rather more institutions 
that one might expect, actually do not vote. We regard our 
position as being that we would vote. To abstain is in itself 
iri fac u a positive act. . .when talking about controversial 
matters, yes there are occasions when things are in that 
category. Depending on what it is, it would very probably 
become a matter for consideration and possibly all the way up 
to the corporation board itself. The corporation board's 
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interest in investment matters, other than at a strategic 
level, does tend to get concentrated on such things that may 
become matters of public interest and public controversy and 
where, because of our size, any position that we take up in 
public becomes a significant part of the thing, and our 
responsibility as directors is to know and advise and make 
inputs into such things. Q. How is your corporate view 
achieved in controversial cases? -A. (Mr Artus): At the 

board... of the investment subsidiary, and subject to, in many 
cases, informing and getting further advice from the main 
corporation board itself. Q. Can I now come to the Harrods 
demerger decision? Did you take a view of that? -A. (Mr 
Artus): Yes. This was discussed at the investment services 
company level. Q. Board level? -A. (Mr Artus): Yes. Board 
level at the investment services company. Q. So that's 
yourself as chairman plus the investment and all the other 
directors, discussed it ? Did you, as a board, take the 
decision which way to vote, or did you delegate that to 
somebody else -A. ...It came to the board... it was decided by 
the board" . 



Mr Artus, whose evidence I accept, seemed to me not only very 
experienced but a man of principle. Again I found that, as in the case 
of a number of other large shareholders, the corporate decision as to 
how to vote was not taken by any individual in isolation, but by the 
board on the basis of papers containing the arguments together with a 
recommendation as to which way to vote, which emanated from the 
executives in the investment department. 



Pearl Assurance Society 



4.19 The Pearl group own 1.32 million shares representing 0.86% of the 
equity. Mr Stanley Maitland, the investment manager and a director, 
gave evidence and told me that on all matters the Pearl positively on 
principle went out of its way to vote because they considered that to be 
their responsibility as shareholders. I asked him: 

"Who is responsible for taking the decisions on any individual 
issue whether to vote pro or con, and how is that decision 
reached? -A. This is a matter which is left to the judgement 
of the senior members of the investment department, of which 
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there were three most of the time. We would look at an issue 
and say to ourselves: "Is this stereotype ? Is this routine? 

What about the appointment of auditors and so on?" ...If a 
matter begins to look like a minefield, then I grant it as my 
duty, and my colleagues also regard it as their duty, that the 
matter should be taken to the board, the nature of the issue 
explained and a clear recommendation made to the board to 
pursue a certain course of action. We feel that that is not 
only right, but necessary, because on important matters it 
would be the name of the Pearl that would be the backing... I 
cannot use the name of the Pearl, and will not use the name of 
the Pearl, without the agreement of my directors because I am 
involving them, and they have to go along with me. If they do 
not like the recommendation, I would say: "So be it, I am under 
instruction"... Q. Were they... (1982 and 1983 decisions about 
House ol Fraser)... a decision taken by the Pearl, reached in 
the manner you have described, namely by the board, following a 
recommendation and discussion? -A. I have a file here with, I 
think, reports relating to the May and June meetings, where I 
spelt out, because these were important things, what the nature 
of the problem was and that the Pearl should support on each 
occasion the existing majority of the board of House of Fraser. 
We voted against the demerger because the majority of the board 
were out of favour with it. ...I said both sides, because it 
is important to hear both sides. But, having heard then?, it 
confirmed the view that I had before the meetings with both 
sides, and the Pearl did that, it supported the majority of the 
board" . 



Mr Maitland was clearly a most experienced man who took his 
responsibilities as investment director very seriously, and I accept as 
truthful and accurate the evidence which he gave. The decisions taken by 
ohe Pesrx were those of their board, based upon research and 
recommendations from Mr Maitland and his team. 



Royal London Mutual Insurance Society 

4.20 The Royal London Mutual owned 1.04 million shares representing 
0.68% of the equity in the company. Mr Cyril Brill, the chief 

investment manager, told me that the company do not vote on routine 
matters but only about controversial things about which they feel 
strongly. I went on to ask: 
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"Can you explain to me how the decision which way to vote, if 
you are going to vote, or whether you are going to abstain, is 
taken? -A. If it is something controversial, where we think 
there may be publicity, it comes to me. To be very frank about 
this, we take a rather self-interested view and put the 
interests of the shareholders, which includes us, first. I 
think this is really the overriding consideration ...Q. So it 
comes to you and do you do it off your own bat, or would you 
consult people, or what would be the situation? -A. No, I would 
do it off my own bat. Where there has been a great deal of 
surrounding publicity or where it involves really somebody from 
the board, I would probably ring up my chief general manager 
and tell him what I propose to do. It would be extremely rare 
where he would want to take an interest in it, but he likes to 
be kept informed ...Q,..The House of Fraser controversy ... and 
did you take that decision, as it were, yourself or in 
consultation with others? -A. I spoke about it with my 
deputies. I had made up my mind and in fact in this case they 
did agree with me, there was no difference of opinion, because 
conceivably they could swing me. I do not take the decisions 
totally unilaterally, I talk to other people, yes". 



The Royal London Mutual in fact cast their proxy with Lonrho on the 
resolution in November 1982 in favour of the board considering the 
merits of demerging Harrods. In May, as Mr Brill explained, they took a 
different posture: 



"... The board themselves put up a resolution, which was a 
compound resolution, which linked the idea of demerging Harrods 
with the vote of confidence of the board. Here we abstained, 
because it was a compounded resolution and, if we had voted in 
favour of demerging Harrods, we would automatically have been 
casting a vote of no confidence in the board, and we were not 
prepared to do this. ...Q. Can you explain to me... what led 
you to the conclusion ...( in June)... that it would be in the 
interests of your policy holders for a demerger to take place? 
-A. The principal argument that weighed very heavily with me 
was the fact that you have a group of a large number of stores, 
including Harrods. Harrods makes 50% of the profits of the 
whole group, has tremendous cashflow and a large amount of this 
cashflow is ploughed back into the Group generally, and if you 
like, masks or helps to mask the shortcomings of the rest of 
the Group which is doing very poorly. ...Then there is the 
arithmetic argument, which is difficult to measure, but it has 
some strength, and if Harrods were hived off and floated off, 
the total market value of Harrods and the other stores would 
certainly be greater than the market value in the present 
state." 



- 61 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Mr Brill then gave me various subsidiary reasons for the decision which 
he personally took to vote in favour of the demerger of Harrods at the 
EGM on the 30th June 1983. Mr Brill seemed to me a sensible and 
thoughtful man who, after honest consideration, reached the conclusions 
that he did. 

House of Fraser Profit Linked Share Plan 

4.21 I deal in detail with the way voting decisions are made by the 
trustees of this Fund hereafter in chapter VI. 

INSTITUTIONAL SHAREHOLDERS BY CATEGORY 

4.22 I turn now to consider broadly how certain classes of corporate 
shareholders reach their voting or investment decisions. I believe this 
general background information will be of assistance to have in mind 
when, in chapter VI, I come to consider the allegations made by Lonrho 
that a defensive concert party came into existence to support the main 
board of House of Fraser. 

PENSION FUNDS AND SCHEMES 

4.23 Pensions Funds and Schemes may conveniently be classified into two 
groups. There are those funds or schemes, mostly providing pensions 
with medium or small sized companies or organisations, which are not of 
sufficient size to warrant an investment department "in-house" ; such 
funds are consequently usually entrusted to professional investment 
managers. The investment management of pension funds or schemes of 
substantial size, of the order of £100 million or more is usually 
conducted or controlled by an internal team of fund managers and 
analysts. However, some large fund managers, including two very large 
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funds interviewed, entrusted all their assets to such management, and 
did not maintain an internal investment department at all. 

Investment Policy 

4.24 I interviewed representatives of the senior management of nine 
major pension funds or schemes. In the case of eight of these, the 

investment managers or directors acted within strategic investment 
policy guidelines laid down by their own board of trustees. The ninth, 
the Greater Manchester Council Superannuation Fund, had an Investment 
Advisory Panel, including elected councillors, fulfilling the same role, 
but with access to expert investment advisers (paragraph 6.(D)44). These 
boards of trustees were in some cases appointed, and in others consisted 
of a mixture of elected and appointed trustees. Typically, the trustees 
met quarterly, or sometimes less frequently, and took the strategic 
decision as to what proportions of their respective funds should over 
the period ahead be invested in equities (overseas and UK), fixed 
interest investments, and property. This investment strategy having 
been decided, it was then usually left to the investment director or the 
external fund manager to implement. It was generally the case that more 
junior staff specialising in the various market sectors, for instance 
oils, stores, etc., decided which particular shares within the sector to 
purchase. The funds available to them arose from sector weightings 

decided by the senior investment managers. In most cases limits were 

set as to the maximum proportion of a fund to be invested in any 

particular share, and it was frequently the case that internal rules 

provided that shareholdings in any particular company were not allowed 
to exceed a percentage, typically 5%, of the issued share capital of any 
company without the express authorisation of senior management. 
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Voting Policy 

4.25 The principle followed by all but two of the pension funds 
interviewed was that shares were not generally voted except on 
controversial issues. This was the case whether the fund was internally 
or externally managed, the only difference being that where external 
managers had purchased shares it was left to them as to whether or not 
to vote, and the fund itself merely reserved the right of veto. One 
exception was the NGB Funds, which as a matter of policy voted its 
shares on all occasions. What were felt to be controversial issues was 
ill-defined, but it was common ground that all the matters concerning 
the House of Fraser were seen to come fair and square within the middle 
of all possible definitions. The decision as to which way to vote on 
controversial issues was generally taken at the very highest level, but 
was not usually referred to the trustees. It was made clear to me that, 
in general the trustees of pension funds are not expected to, and do 
not, intervene in the day to day running of their funds; most chief 
general managers told me that they considered questions as to the voting 
of shares fell within their own area of responsibility. 



INSURANCE COMPANIES 
Investment Policy 

4.26 I interviewed representatives of seven large insurance companies 
with major shareholdings in House of Fraser. Several of these, in 
addition to holding shares in their own name, also acted as investment 
managers on behalf of third parties. The investment policy described to 
me paralleled closely that of the pension funds described above. 
Investment strategy typically is decided by the board of directors of 
the company, or by an investment sub-committee of the main board. That 
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strategy is then implemented by the investment directors through the 
agency of their junior managers, who generally make the decision as to 
which individual shares to purchase within each sector of the market, 
having regard to the sector weighting decided at a more senior level. 
The size of investments in an individual company was in every case 
subject to a limit, commonly 5% of the issued share capital, to exceed 
which specific authority was necessary before further purchases could be 
made. 

Voting Policy 

4.27 There were marked differences between the attitudes of the various 
companies interviewed, and opinion on the merits of voting on routine 
matters was evenly divided. Four of the companies interviewed did not 
vote on routine matters, but voted only on controversial matters; the 
various decisions about the House of Fraser qualified as such. The 
other three companies as a matter of policy always voted, but in routine 
matters this was carried out at a relatively junior level, and in such 
cases the decision was always to support the incumbent board, for any 
decision to vote against would inevitably cause the matter to be 
viewed as controversial. The decision on controversial issues was 
invariably taken at the highest level within the investment department, 
occasionally in consultation with the chief executive of the company. 

INVESTMENT MANAGERS 
Investment Policy 

4.28 I interviewed representatives of only one firm, Warburg Investment 
Management ("WIM"), whose sole business was that of investment 
management on behalf of others. However most of the insurance companies 
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I interviewed managed funds on behalf of third parties, as did several 
of the investment trust and unit trust companies who gave evidence. I 
also obtained a client 's-eye view of the professional investment manager 
from several of the pension funds who employed external investment 
management. Where the client fund is of relatively small size the fund 
manager generally prefers that the agreement allows him complete 
discretion both as to investment and as to voting any shares acquired. 
Where the client fund is of substantial size, and possibly handled by 
several different firms of investment managers, the client generally 
decides the overall investment strategy and the fund manager implements 
that strategy by making what he considers to be appropriate investments 
within the general framework. 

Voting Policy 

4.29 The voting of shares by investment managers depends on the 
contractual agreement between the client fund and the manager. Where 
the client fund is of relatively small size it is usually not consulted 
about voting, even on controversial issues, since the agreement commonly 
gives the manager total discretion. Where the client fund retains the 
voting rights, it generally follows the advice of the fund manager when 
voting. However, I received evidence from WIM that their agreement with 
clients explicitly required that voting would be carried out only with 
the client’s express permission (paragraphs 6.(B)11; 6.(B)26). 

Consequently, due to the number and diversity of investments managed, 
voting by WIM was not practicable in routine matters and was limited to 
controversial issues. Where funds were managed by other institutions 
whose main business was not fund management, voting policy was 
essentially that of the particular institution. 
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OTHER INSTITUTIONS 



Investment Policy 

4.30 I interviewed representatives from four investment trusts, two unit 
trusts and the investment authorities of two foreign countries . It was 
generally the case that investment strategy was decided by the board of 
directors and implemented by the investment director and his staff. In 
the case of two of the investment trusts interviewed, due to the 

relatively small size of the company, the directors who had formulated 
investment policy also proceeded themselves to decide what actual 
investments to make. The investment authorities interviewed were 
controlled by their UK general manager, who laid down the investment 
strategy for his staff to implement. 

Voting Policy 

4.31 Voting was without exception normally limited to controversial 

matters, and the House of Fraser issue was unanimously felt to be such a 
matter. The voting decisions on controversial matters were taken by the 
director or manager in charge of investments, and explicit board 

approval was obtained in the case of at least two of the institutions 

interviewed. 

CONCLUSIONS 

4.32 It is clear that the ultimate control of House of Fraser rests with 
those in whose hands lie the decision-making powers in relation to 
voting. So far as private individuals were concerned, that power in 
every case rested in the hands of the true owner, even when the shares, 
for various reasons were registered in nominee names. I learned that in 
every such case the nominees in practice obtained instructions as to 
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voting which emanated from the beneficial owner. 



4.33 That position did not however obtain with regard to all the 
categories of institution I have discussed earlier in this chapter. The 
case here is that, in the manner described, not infrequently the 
beneficial owner had contractually delegated the discretions and powers 
as to voting to the professional investment managers employed to manage 
the portfolio. It followed that voting power tended to be concentrated 
into the hands of large organisations, many of which, as well as owning 
shares in their own right, also managed funds for others. It is this 
situation which needs to be borne in mind when, in chapters V and VI, I 
consider the alleged "offensive" and "defensive" concert parties. 

4.34 I have been satisfied by the evidence I have cited above that so 
far as the corporate shareholders of House of Fraser, and in particular 
the larger ones, are concerned, sensible and appropriate systems for 
deciding how to vote in controversial issues affecting the company exist 
in the vast majority of cases. The decision as to how to vote is almost 
without exception taken upon advice and by several people in 
consultation, rather than by a single individual acting upon his own. 
Consequently the ability materially to influence the policy of House of 
Fraser by voting at its company meetings, in the case of its corporate 
shareholders, does not rest arbitrarily in the hands of individuals; the 
decisions are genuinely those of the corporate body concerned, and are 
based upon informed views and a consideration of the interests of those 
beneficially interested in the shares. 
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4.35 I have no doubt that discussions take place from time to time 
between such shareholders as to which way to vote on some controversial 
issues. This seems to me not only lawful but natural and sensible. 
Indeed some organisations such as the National Association of Pension 
Funds specifically set up case committees from amongst their members to 
study difficult problems, and sometimes to make recommendations. Such 
discussions seem to me to be nothing but beneficial even though on 
occasions they may lead to institutions adopting a common view. The 
ultimate safeguard that neither of the above processes are abused lies 
in the integrity of the individuals involved. Great influence and power 
over House of Fraser rests in the hands of professional fund managers in 
the City. There are no doubt bad apples in this as in every other 
barrel. I can only say that, for my part, after hearing all the 

evidence that I have, I was impressed by the professionalism of the 
overwhelming majority of the senior fund managers whom I interviewed, 
and that I consider them to be men of integrity and honesty trying to 
resolve difficult problems, and that I did not find any of them to be 
motivated by blind prejudice as was alleged to me. I shall consider 
this last allegation in detail in chapters V and VI. 
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CHAPTER V 



“WAS THERE AN OFFENSIVE CONCERT PARTY ?»' 

Introduction 

5.1 I have in paragraph 1.2 referred to the allegation made by the 
House of Fraser first to the Secretary of State and later more fully to 
me, that there was prima facie evidence of a concert party coming into 
being during 1982 and 1983 between shareholders whose common aim was to 
vote their shares so as to secure the demerger of Harrods at the EGM in 
June 1983 and subsequently. On the facts then known, which necessarily 
were incomplete, I can well understand the suspicion that arose in the 
minds of the board and I am clearly of the view that the allegation was 
not irresponsible. The use of my statutory powers has enabled me to 
peer beneath the surface and discover facts not otherwise available 
which, in certain instances at least, show the situation to be somewhat 
different. 

5.2 The suspects at the outset of my enquiry were: 

(a) Dr J M Kreke, a German who bought 650,000 shares, 
commencing on the 12th May 1983; 

(b) Mr Jack Hayward, who lives in the Bahamas and purchased 2 
million shares, commencing in June 1983; 

(c) Dr Ashraf Marwan, an Egyptian living in London for five 
months of the year, who bought 2 million shares in May 1983 and 
subsequently has increased his holding considerably; 

- 70 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



(d) Mrs Adriana Funaro, an Italian married to an Egyptian, who 
bought 1 million shares in May 1983; 

(e) The Merchant Navy Officers Pension Fund, who commenced 
buying on the 24th May 1982 and by the 29th September had 
become the largest institutional investor in House of Fraser, 
owning 5.35 million shares; 

All these new shareholders voted in favour of the Lonrho resolution to 
demerge Harrods . It was suggested in all cases that they were linked to 
Lonrho pic in one way or another. The sixth suspect was: 

(f) Lonrho pic, together with its chairman and chief executive 
Mr R W Rowland. 

House of Fraser suggested that in the case of two other large 
shareholders there were reasons to suspect them also to be in unlawful 
alliance with Lonrho. These were: 

(g) Sir Hugh Fraser, once chairman of the company, whose family 
trusts, of which he is a trustee, were the largest shareholders 
after Lonrho, owning 5.88 million shares; and 

(h) Richard Daus and Co, a German merchant bank who had bought 
2 million shares between September and November 1982 and whose 
holding was deprived of its voting and dividend rights by the 
Scottish courts pursuant to provisions in the Companies Acts on 
the 1st December 1982; behind this bank possibly lay the 
shadowy figure of a stores company, Daiei Inc., of Osaka in 
Japan. 
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5.3 During the course of my investigation I discovered five further 
matters about which I need to report. My enquiries revealed that: 

(i) in February 1983 Mr Rowland met Mr Rupert Murdoch, the 
chairman of News International Ltd. , and, according to the 
latter, invited him to purchase shares in House of Fraser and 
vote them in favour of the demerger of Harrods; and 

(j) in June 1983 Mr Rowland met Mr Thornton, the chairman and 
chief executive of the Debenhams group, with whom a discussion 
allegedly took place as to whether in return for Lonrho being 
permitted afterwards to buy Harrods from them, Debenhams might 
be prepared to bid for House of Fraser; and 

(k) in 1982 and 1983 Mr Rowland and certain other Lonrho 
director actively discouraged a number of people who wished to 
invest in House of Fraser in alliance with Lonrho, and I set 
out the facts in relation to three of these, Doctor Marquard de 
Villiers, Mr Eliahu Miron, and Mrs Edna Adams, and mention some 
others ; 

(l) in October 1982 and June 1983 two investment managers of 
the Globe Investment Trust pic received what they understood to 
be enquiries from Mr Paul Spicer, a Lonrho director, designed 
to elicit whether they were minded to sell their 4.175 million 
shareholding, and if so possibly to arrange a purchaser; 

(m) I report on the allegation that Mr Rowland approached Mr 
Donald Gordon a director of the Liberty Life Assurance Co., 
Limited, of South Africa to persuade him to purchase shares in 
House of Fraser, and I conclude the evidence does not justify 
that he did that. 
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5.4 A further matter with which I deal in this chapter is the 
allegation made in evidence to me by Mr Rowland that Mr Richardson, now 
employed by N M Rothschild & Sons Ltd ("Rothschilds") but once a partner 
in Cazenoves, deliberately attempted, in association with Warburgs, in 
May 1982, to prevent Lonrho from doing what they proposed at the June 
1982 AGM, by pretending he had a serious proposal to make to solve the 
conflict at House of Fraser, when in fact he did not. The plan, Mr 
Rowland said, was for Lonrho to gain control of House of Fraser with 
the assistance of Rothschilds and others, by taking their holding to 
over 50%, and for various agreed changes then to be implemented with 
respect to the board of the company. 

5.5 I shall deal first with the Rowland/Richardson meeting, then with 
the Rowland/Murdoch discussion, then with the Rowland/Thornton meeting, 
because I consider that these three incidents cast some light upon Mr 
Rowland's attitude and approach, which it is of assistance to have in 
mind when considering the other matters I have listed. I shall then 
describe the facts and my conclusions about those other matters. 
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THE ROWLAND/RICHARDSON EPISODE 



The Meeting 

5.6 On the 17th May 1982 Mr Rowland and Mr Michael Richardson, sometime 
partner in Cazenoves but by then a managing director of Rothschilds, met 
alone in Mr Rowland's flat. That fact and the generality of what was 
discussed is agreed by both participants, but, strangely, little else 
is . 

5.7 Mr Rowland in evidence told me he believed the meeting was a 
subterfuge or ploy deliberately designed by Mr Richardson, out of his 
old Cazenove/House of Fraser loyalty, to delay or to stop Lonrho going 
ahead with proposals at the imminent AGM of House of Fraser, such as the 
removal of directors of whom Lonrho disapproved. He said: 

"... I had a telephone call from Michael Richardson . . . that 
he thought a meeting between himself and me would be useful . . . 
he certainly made clear to me that David Scholey knew about his 
visit . . . and that a solution could be found ahead of the AGM 

h 

« • « 

5.8 The odd feature of the episode is that the versions of each 
participant as to how the meeting came to be arranged, for what purpose, 
and as to who said or proposed what, are so disparate as to be 
completely irreconcilable. It is impossible for me to conclude that one 
or other is merely mistaken: the differences are too great. Nor can 
failing memory caused by the passage of time and a busy life explain it, 
for each is supported by a contemporaneous document, and by 
conversations, consistent with his own version: - Mr Richardson an 
in-house note dictated on the 8th June for his chairman, and Mr Rowland 
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a letter dated the 10th June to Lord Rothschild; and each at the time 



reported verbally to some of their fellow directors, and to others. I 
am driven to conclude that one or other had already tailored his 
purported recollection to match his desires, for I have no reason to 
disbelieve either the Lonrho or the Rothschild directors and others to 
whom Mr Rowland and Mr Richardson at the time gave their respective 
accounts. 

5.9 Both sides do agree that towards the start of the meeting Mr 
Richardson asked Mr Rowland if Lonrho would sell its shares , and was 
told not. Thereafter both agree a proposal apparently intended to solve 
the House of Fraser deadlock was discussed. It was, in summary, along 
the lines that: 

-Lonrho should obtain control of House of Fraser by gaining 
over 50%, and possibly up to 75%, of its equity, whilst leaving 
the remainder to be held by the public; 

- Rothschilds should act as adviser either to Lonrho, or to the 
minority holders; 

- a strong independent chairman would be needed and, in 
discussion, Lord Soames ' name was raised and discussed; 

- Professor Smith would have to be removed as chairman and, to 
sugar that pill for him, be given a knighthood and be appointed 
chairman of a nationalised industry; 

- the future positions of Mr Ernest Sharp or Mr Philip Hawley 
of Carter Hawley in the company were discussed. 
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It Is agreed that a few days later Lonrho were informed that Rothschilds 
were not prepared further to discuss or to progress the idea. But the 
agreement on what occurred ends there. 



5.10 Mr Rowland, in a letter dated the 13th February 1984, in 
amplification of his previous evidence wrote to me: 



fi In May 1982.... I had a call from the influential Michael 
Richardson. ... suggesting a confidential meeting. .. .Mr 

Richardson. .. .had worked very closely with David Scholey, Lord 

Garmoyle and Professor Smith He knew all the personalities 

axiu circumstances. . . .We met at my flat. . . .Mr Richardson began 
by saying he had discussed the proposal he was about to make 
wj. >»,ji various people and ± took this to mean, as it normally 

would, that he had reached a consensus (with them) Over 

lunch he emphasised the importance of providing face-savers for 
all parties and that he felt himself to be in a strong position 
uO do so.. . -The solution he offered was rather a simple one. 
First, that House of Fraser should continue as a quoted 
company, with Lonrho nolding say 66 2/3%. For audit purposes , 
I told Mr Richardson that Lonrho would have preferred 75% of 
L, h" equity. Mr Richardson saw no obvious objections to 

that Second, that Warburgs be formally asked to continue as 

merchant bankers to the re-vamped House of Fraser, but, if they 
declined, another bank could then be appointed. .. .Third, that 
Professor Smith should vacate the Chair. Any hurt to Professor 
Smith would oe offset, Mr Richardson said, by arranging a 

knighthood for him, and the Chairmanship of a middling 

nationalised industry, both of which he was confident of 
achieving. . . .Fourth, that. Lord Soames should be appointed 
Chairman, as a man unconnected with Lonrho. .. .Fifth , that David 
Scholey, and he jointly believed that, if the proposal were 
acceptable to us, they could forward it by seeing Sir Gordon 
Borrie at the Office of Fair Trading and the Secretary of State 
i. or Trade, to have Lonrho released from its undertakings, and 
enabled to act. . . .It was entirely clear to me that Mr 

Richardson Lad called upon me at home to make a serious 

proposal, which I undertook to discuss at once with my Board 
colleagues, in order to reach a decision by the end of the 

week.... I would say that considerable thought and intention had 
been put into this plan in advance of our meeting, which was 
far beyond an exploratory discussion ... ,N M Rothschild & Sons, 
in putting an end to the talks, spoke of a specific reason, 
which has not been disclosed, for breaking them off. I suggest 
chat an enquiry may show this reason to be part of the 

orchestrated defence of House of Fraser, ahead of House of 
Fraser s Annual General Meeting which was shortly to take 

place. I suggest that the talks were a ploy in order to gain 
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time in an attempt to thwart Lonrho's objectives ahead of the 
forthcoming Meeting" . 

5.11 Shortly thereafter I took evidence from Mr Richardson and I asked 
him about the meeting: 



" Can you tell me what led up to it? -A. Yes, I can. On 

7th May, 1982 a man called Peter Kalms, who was previously a 
managing director of Dixons Photographies ....approached me 
when he returned from Israel.... he had had a number of meetings 
with Tiny Rowland in Israel and that Rowland wishes to have 
corporate advice from a leading merchant bank as to whether 
there was any formula he could find where he could gain control 
of House of Fraser and yet leave House of Fraser independent in 
the eyes of the City.... He said.,.. was I prepared to meet Tiny 
Rowland because he said to me that he thought - again, I was 
the catalyst who knew all the sides to this argument and that I 
therefore might be useful in giving Tiny Rowland advice and 
help that might unravel this ball of wool. I rather fell for 
this sucker punch. So on 14th May a man called Dunlop, a 
director of Lonrho, arranged for me to meet Rowland on 17th 
May.... I was somewhat surprised that when I got there I found 
there was only Rowland and myself present. So the meeting 
started at 1.15 - and finished at 2.20. I started off the 

meeting by saying to Tiny Rowland that this meeting was 
entirely confidential to both parties and was only exploratory. 
Rowland agreed to this and said that he would like to explore 
along those confidential lines. So I then asked him whether he 
would be prepared to sell his House of Fraser holding. He said 
it was not available at any price. He then said, "Could I make 
a. suggestion to you? Could we leave House of Fraser as a 
quoted company with 49 per cent held by the public ?" Rowland 
Smith, who he had come to hate, was having to leave as 
chairman. Q. ...He said this to you ? -A. He said this to me, 
and that they would need a strong independent chairman. The 
man he suggested was (name given). I said to him that this was 
absolute nonsense and would not be acceptable to anybody. He 
said, "What sort of man would you accept as chairman ?" Then I 
made the great mistake of saying, "Well, the sort of person who 
might be strong enough to stand up to you and acceptable to the 

City might be somebody like Lord Soames", He then said to me 

that he thought Phil Hawley of Carter Hawley Hale, the American 
company, should be the managing director. I said to him that I 
just could not see Phil Hawley running a big retail business in 
California and one in London. He did not ask me whether I had 
cleared this . He did not ask me whether I had spoken to 
Warburgs, my chairman, Cazenoves, or the institutions. It was 
just exploratory. Q. ...If you are talking about a new 
chairman, what was to be the future of Professor Smith, the 
existing chairman ? -A. He suggested that what he would do 
would be to procure the chairmanship of a minor nationalised 
industry for Professor Smith which he thought was much more 
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suitable for him. Q. ...He suggested that ? -A. Yes What 

did you say to that ? -A. I did not really comment, Sir I 

then went back to discuss this meeting with Evelyn Rothschild, 
who is my chairman and he said that the felt there was no way 
we could act for a 49 per cent minority and provide a 
chairman. .. .So I rang up Kalms, the middle-man, and told him, 
within three or four days of seeing Rowland, that his 
suggestion was not practicable and we did not wish to be 
involved. Kalms came back agitated and said he would like me 
to speak to Rowland about it, so I did. Du Cann then contacted 
me and said, "Look, can we think about this again ? Could 

Rowland and I come around to Rothschild's and discuss it ?" I 

said, "No. This was a confidential discussion I had, one to 
one, with Rowland, but the idea was not acceptable" Rowland 
then came around and saw Lord Rothschild and complained about 
me and said that I had no right to withdraw from what he said 
was my proposition, which it was not, because I had gone there 

to bid him for his stock, not to get into this story which was 

his idea and which he led me on. I thought perhaps that was 
the end of the story when Lord Rothschild told him to go away 
and that he had complete confidence in whatever I had said.... I 
then thought very little more about this until an article 
appeared in the Sunday Times on 11th July with Lord Soames' 
picture and Smith's picture entitled "Harrods, the sale that 
never was". You have probably seen the article ... .He had 
really taken the conversation that we had and twisted it 
around" . 



5.12 Each side accuses the other of making the suggestion about the 
knighthood and the nationalised industry job for Professor Smith; each 
told me that, though surprised, he had felt the other possibly might be 
in a position to arrange this, Lonrho through Mr du Cann and Lord 
Duncan-Sandys with their political connections, Rothschilds through Mr 
Richardson's personal friendship with the Prime Minister and Lord 
Rothschild's previous Cabinet Office post in Downing Street. I should 
point out at once that, in part to test credibility by seeing if either 
side could have effectuated what they allegedly proposed, and so might 
have said it, and in part because of the potentially sensational nature 
of these mutual allegations, I have called evidence before me as to 
exactly how the honours system operates. This has convinced me that, 
since the changes made some years ago, neither party would have been 
able to override the checks and controls within the honours system. 
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Moreover I am satisfied for reasons I give below that this particular 
suggestion, whoever made it, was not seriously made. 



5.13 Immediately after the meeting Mr Rowland returned and discussed it 
with his Lonrho colleagues. I was provided with a written statement 
signed on the 20th March 1984 by Mr A H Ball, Sir Peter Youens, Mr 
Dunlop, Mr Robinson and Mr Spicer, all Lonrho directors who were present 
at that discussion. Their statement read in part as follows: 



H 4. Mr Rowland said that Mr Richardson had obviously given a 
great deal of thought to the whole problem because his solution 
was fairly composite; he had taken care of personalities as 
well as producing a formula for Lonrho' s ultimate ownership. 

5. Amongst the items which we particularly remember were the 
facts that: 

a) Professor Smith would be caused to retire and be given 
the chairmanship of a medium-sized nationalised industry; 

b) Mr Richardson would arrange for Professor Smith to be 
given a knighthood; 

c) a new chairman would be appointed, and a likely 
candidate was Lord Soames for whom Mr Richardson was now 
carrying out an investigation for suitable appointments; 

d) . . . . 

e) Warburgs would arrange for Lonrho to be allowed to 
acquire up to 75% of the stock, but that House of Fraser 
would continue to be a publicly quoted Company; 

f) Warburgs would be retained as merchant bankers; 

g) a new managing director would have to be found who 
would get a commercial 'move' on House of Fraser; 

h) Mr Sharp would be appointed deputy chairman. 

Each of us have particular memories of some of these points . 
For instance, those of us who had been connected with recent 
developments in Zimbabwe were particularly amazed to hear the 
name of Lord Soames being proposed for this important 
commercial post, for which he totally lacked any training! 
Others were more struck by the fact that Mr Richardson should 
have such power that he could arrange for knighthoods ; others 
were struck by the fact that Mr Rowland had argued Lonrho ' s 
case with Mr Richardson, to drive the percentage of our control 
up from 62.5% to 75%. 

Overall, this event was of such magnitude and importance that 
each of us has a vivid memory of the event and the time of day 
when it occurred." 
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Mr Robinson later gave me oral evidence, which I accept as true, 
verifying and amplifying what was said in the letter. 

5.14 On the 3rd June Lord Rothschild and Mr Rowland, together with Mr Du 
Cann, met and discussed the previous meeting. There was controversy too 
about who instigated this meeting. Mr Rowland said when he gave 
evidence on the 6th June 1984: 



"....I had a call from an Israeli. He said to me "Tiny, *1 hear 
that things did not go well". I said "....I think the whole 
thing was a ploy by Richardson....". He said.... "Do you mind 
if I ring Victor (Lord Rothschild) ... .Do you mind if I ask him 
to see you ?"....! said "Do what you like. I wish that meeting 
had never taken place" He said "I will speak to Victor".... A 
day or so af ter wards .... my secretary had a call from Lord 
Rothschild or two or three calls. I was not particularly keen 
to see him or accept his call... He said "I would very much like 
to meet you Mr Rowland. Would you care to come to the bank ?" 
At this time I said to Edward du Cann: "Edward, you know, I 
think you should go along with me; I should like a witness". 

I also received evidence from Mr A (name given) : 

"....I definitely do remember saying (to Mr Rowland) that I 
would be willing to speak to Lord Victor Rothschild and arrange 
a meeting between Mr Rowland and Lord Victor Rothschild, which 
I eventually did. I called Lord Victor Rothschild and asked 
him to meet Mr Rowland, and I understand that that meeting did 
take place.... All I did know was that there were problems 
regarding the House of Fraser. I did not go into the 
details.... I remember him (Lord Rothschild) saying that he 
himself had no previous relationship with Mr Rowland but that 
if I asked him to meet him, he would do me that favour and meet 
him" . 



5.15 I had asked Lord Rothschild, when I first took evidence from him, 
as follows: 



"Q....in about June 1982 you were involved in a meeting with Mr 
Rowland and Mr du Cann relative to the House of Fraser .... tell 
me how you became involved in that; what led up to it; and then 
we can move on to what ocurred at the meeting. -A. If I 
remember rightly, the secretary of one or other of them rang up 
and said could they come and have a talk to me. I said yes. 

- 80 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



. ...Q. Did you know of the conversation between Mr Richardson 
(and Mr Rowland) at the time you saw them? -A. No. Q. So you 
came totally cold to that meeting ? -A. Yes". 



Later, when he returned for me to ask him about what I had learned from 
Mr A, our exchange was as follows: 



"Q....he told me that prior to your meeting with Mr Rowland he 
(Mr A) telephoned you and gave a recommendation of Mr Rowland 
to you and invited you to see Mr Rowland. Do you have any 

recollection of that? -A. He is incorrect Q. He did not 

speak with you at all ? -A. Yes. He rang me up after the 
meeting with Rowland and du Cann and rather indicated that N M 
Rothschild & Sons should look favourably on any proposal they 
made to which I gave a neutral answer. I may add that I was 
very surprised to get this telephone call....Q. Mr Rowland also 
made a remark (to me) to the effect that when you came you said 
to him something to the effect that "you come very well 
recommended or something to that effect. -A. No truth in it". 
Q. I had, I confess, in my mind connected (Mr A) with that. 
-A. Quite. No truth in it at all, because I got that 
telephone call in my flat from Mr A after the meeting" . 



5.16 Lord Rothschild met Mr Rowland and Mr du Cann. Lord Rothschild 
told me when he gave evidence that, as he was a non-executive director 
of Rothschilds, he had not by the time of the meeting on the 3rd June 
been informed of Mr Richardson's version of the earlier meeting. He 
recorded in a contemporaneous note what was said. I learned that Mr 



Rowland, as the 


note 


confirms , 


repeated to 


him the substance 


of his 


version of what 


Mr 


Richardson 


had said, 


complaining that 


it was 



inexplicable for the matter to have been dropped, because Mr Richardson 
could not in his view have said what he did unless with Mr Evelyn de 
Rothschild’s authority. He demanded to know the reason for the change. 
Lord Rothschild said he would contact his cousin and Mr Richardson to 
find out what had happened. It is of interest for reasons that will 
emerge that Lord Rothschild also recorded: 
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"... Rowland said he was very active in persuading African 
states to start up relationships with Israel ... He also 
observed that whilst Marks and Spencers bought $90 million 
worth of goods from Israel each year, House of Fraser bought 
nothing . . . During this discussion Michael Richardson had said 
that Rothschilds could not be Lonrho’ s bankers ... When 
pressed later on this point Rowland dangled a fairly obvious 
douceur involving ... (name given) and Lonrho buying 180,000 
barrels of oil a day from Nigeria and needing a banker ... I 
gained the impression that Rothschilds were being offered two 
quid-pro-quo in exchange for at least co-operating with Lonrho: 
first important benefits for Israel in Africa (this would not 
of course be of interest to NMR) ; secondly participation in big 
deals such as the Nigerian oil one referred to above..." 



5.17 Mr Richardson was also supported by contemporary notes and 
conversations. A note written by him on the 8th June to his chairman 
and to Lord Rothschild prior to a joint meeting, reads: 



During the week ending 7th May Mr Peter Kalms . . . contacted me 
on his return from Israel . Kalms stated that he had had a 
number of meetings with Mr Tiny Rowlands regarding Lonrho ' s 
position with House of Fraser . . . Rowland wished to have 
corporate advice ... It was stated by both parties at the start 
that the meeting would be totally confidential. Rowland said 
. . . that he was not a seller of his House of Fraser holding at 
any price but wished to control at least 51% as this would 
improve his balance sheet. Rowland suggested that he should 
leave House of Fraser as a quoted company with 49% held by the 
public ... (other details given as per Mr Richardson's 
version) . I discussed this matter with Evelyn de Rothschild 

later in the week and then telephoned Kalms (and then 

Rowland) ... and explained to Rowland why (we) did not wish to 
act. Du Cann has since ... tried to persuade (me) to have 

another meeting with Rowland and Evelyn de Rothschild". 



The Role of Mr Kalins 

5.18 I have not found it easy to resolve this stark conflict between the 
two versions. In my search for the truth, I took evidence from Mr Peter 
Kalms. He had formerly been a managing director of Dixons Photographic 
Ltd., where he had become a client and admirer of Mr Richardson for many 
years. He said he was approached as an intermediary by a prominent 
Israeli, who asked him to arrange the meeting. He refused to do so 
without first meeting Mr Rowland to discover its general purpose. He 
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went to Cheapside where Mr Rowland: 



"gave me.... a tour d' horizon saying that the situation he 

was in - a very large investment with no voice in the company 
was unfair, unsatisfactory and unreasonable and should be, from 
his duty to his shareholders, righted. The key to this was 
Michael Richardson .... that Michael Richardson had been one of 
the principal people who had acted for the other side in the 

previous altercation that they had had (Rowland) 

intimated to me that it would be embarrassing for him to phone 
Michael directly ... .but that if an intermediary would clear it, 
I could assure Michael that he would be very pleased to meet 
him, which is exactly what I did". 



Mr Kalms told me he then spoke to Mr Richardson who agreed to meet Mr 
Rowland, and thereafter Mr Dunlop finalised the arrangement of when and 
where they should meet. 



5.19 Mr Rowland's version of Mr Kalms' involvement was strikingly 
different in its emphasis. I noted that he observed when I first asked 
who had arranged the meeting with Mr Richardson: 



"Well I do not know whether it was Mr X (an Israeli, name 
given) who picked up the telephone and rang Mr Richardson or Mr 
Kalms , because there was a man named Peter Kalms whom I have 
never met, or at least I may have met him once, but he was not 
terribly important because as far as I was concerned the four 
people who mattered were Mr A (name given), Lord Rothschild, 
Richardson and Mr X" . 



And that later when I put to him for his comment what Mr Richardson and 
Mr Kalms had told me, he said: 



"....I do know that Peter Kalms was on the telephone. I would 
not know Mr Kalms if he were to come into this room, but I 

remember his name and that he was in touch with Robert 

Dunlop. It is possible that he came to our office and we had a 

short discussion and that he said "Look, Mr X (an Israeli) has 

asked me to see you". He may have said that Rothschilds 

were acting for him and that is why I mentioned earlier this 
morning about some flotation for which he wanted (our) 
support. .. .of $6 million or £6 million. He spoke about that. 
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Then he mentioned the House of Fraser. I said "you know what 
the position is Mr Kalms". He said "If I can do something 
about it I will". He said "Do you know Michael Richardson ?" 

I said "I think so, I am not certain but I think so, I have 
bumped into him once.... when he came to see Phil Hawley" ... .He 
(Kalms) did not come to me to say "Look, would you like me to 
approach Michael Richardson and ask him to act for you.... I 
said to him "Obviously we would like to resolve it as I told Mr 
X and Mr A in Jerusalem. It is something that will have to be 
resolved". Peter Kalms may have said: "I think that the 

Rothschild people would also like to see the thing resolved. 
It is not doing the City any good", or words to that effect. 
But he was never asked by me to go and see Richardson and to 
arrange a meeting between Richardson and myself, never....". 



Later still in his evidence, when I put to him Mr Kalms’ evidence as set 
out later in paragraph 5.21, Mr Rowland riposted as follows: 



". Let me tell you about Mr Kalms. Firstly, you ought to 

check with Mr Kalms whether he was or was not trying to raise 
money from us, the £3 or £6 million - that I think is important 
- and whether he produced other documents and had asked us to 
support this flotation ... .Secondly , there is no question of 
there having been half a dozen telephone calls. Absolute 
nonsense. Q....Lord Rothschild said you went on subsequently to 
give him the impression that you were dangling a douceur in 
front of Rothschilds. .. .namely those two things: benefits for 

Israel and a business relationship in Nigeria. -A We had 

a general conversation. I did not hold out - I did not have 
to; Rothschilds are not the sort of people who would be 
terribly interested and who would fall for my dangling a carrot 
such as Nigerian oil in front of their eyes . I do not have to 
do that and I did not need Rothschilds for that" . 



5.20 I have taken account of Mr Kalms’ long association with Mr 
Richardson, and that Cazenoves acted as brokers when Solmecs Ltd, of 
which he is chairman, sought £3 million by means of a placing in 
February 1982. He struck me however as a truthful man and a reliable 
witness: I noticed that in a number of ways unforseeable to him his 
evidence was consistent with that of other witnesses or was supported by 
contemporary documents. I believe what he told me. In such 
circumstances it seems improbable to me that the proposals put forward 
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at the meeting emanated from Mr Richardson. The Israeli connection is 
confirmed by the evidence of Mr Rowland who told me that on a business 
visit there the authorities had sought to persuade him that the House of 
Fraser should follow the example of Marks & Spencer in buying very 
substantial quantities of goods in Israel. This he explained he was 
powerless to effect because, though a director, he had no control in 
House of Fraser. His contact then offered to approach Rothschilds so 
they might seek "to settle the House of Fraser affair". It was this I 
believe which led to Mr Kalms being approached and then agreeing to act 
as intermediary, but only after speaking first to Mr Rowland 



5.21 Mr Richardson, a few days after the meeting, told Mr Rowland that 
the ideas discussed had not found favour with Mr Evelyn de Rothschild 
and could not be progressed. There then followed a significant 
exchange, throwing light as it does on Mr Rowland's character. Mr Kalms 
said in evidence that he heard again from Mr Rowland, who said; 



"that Michael Richardson had made a proposal to him and now he 
was seeking to deny that he had made it. The word 'commitment' 
came in. It was essentially that kind of complaint and he was 
obviously seeking to find out from me whether I had any kind of 
leverage over Michael Richardson to pressurise him to either go 
back on his refusal to uphold the 'commitment', or anything 
else. He was just seeking to know more about Michael 
Richardson. We did actually, surprising as it would seem from 
my tiny and superficial contribution, spend some hours on the 
telephone (later explained as 5 or 6 calls of some 15 minutes 
each) with Tiny Rowland and Robert Dunlop in which they sought 
to sort of psychoanalyse my comments to understand Michael 
Richardson" . 
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My Conclusion 



5.22 I have taken account of the arguments of Mr Robert Wright QC and 
what Mr Rowland said in a long letter and its enclosures dated the 12th 
July 1984, but I have reached the firm conclusions that I do not accept 
Mr Rowland's allegation that the meeting was a ploy deliberately 
conceived by Mr Richardson in association with Warburgs. Mr Kalms ' 
evidence clearly reveals with whom lay the initiative for the meeting. 

I have had ample opportunity to evaluate Mr Rowlands, both by listening 
to his evidence on this and other matters too, given at four separate 
and lengthy interviews, and by hearing friends, opponents and neutrals 
all recount their version, of the part he has played in the various 
events I have had to study. In regard to this incident, I did not find 
his evidence to be as believable as that of Mr Kalms, Mr Richardson and 
Lord Rothschild, whom I consider were telling the truth as they 
remembered it. 

5.23 I believe that this whole episode arose when Mr Rowland, with his 
quick, fertile mind, manipulatory skill and adroitness at exploiting 
even a half-chance, fastened on the opportunity afforded by his talk in 
Israel. I believe he capitalised upon the Israeli approach by holding 
out a vision of future business being placed by House of Fraser in their 
country: that he used the incident to seek to remove the obstacle 
afforded by the unfavourable rulings of the Monopolies Commission to 
Lonrho's undoubted ambition to own Harrods . Mr Robinson in evidence 
confirmed the obvious when he said, when I was asking about a broker's 
circular : 

"Q. It reads: "We think the demerger issue ... is partly not 

going to be carried because this would be seen as assisting 
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Lonrho in their ambition to take over Harrods ..." A. That is 
right. Q. Is that an ambition, as a matter of interest ... to 
take over Harrods, to disassociate it from the rump? A. Our 
ambition was to take over House of Fraser. The demerger of 
Harrods in the terms of the reference to the Monopolies 

Commission would have provided changed circumstances if 

there are changed circumstances that would allow us to go back 
and bid . . . The fact that it creates changed circumstances 
broadens our options ... Q. Was this something you discussed 
as a board or on an executive committee . . . that it might be a 
changed circumstance? A. Very much so, yes ... Q. Putting it 
in summary again - and correct me if I have misunderstood you - 
prior to 16th September (1982) when you made a public proposal, 
your board in— house had considered the question. You were 
moved to make the proposal by two thoughts: (1) that as a 
shareholder it would be beneficial on the one plus one makes 
three argument, and (2) as a potential bidder it would assist 
your long term strategy by broadening your options? A. Yes 
(then gave also a third reason).” 



Mr Rowland later confirmed to me that this was Lonrho 's attitude and his 
earlier evidence, quoted, and for identification asterisked, towards the 
middle of paragraph 5.44, is also of interest. 



5.24 Mr Rowland knew that the previous autumn Mr Richardson, on behalf 
of a consortium, had tried to bid Lonrho for their shares. He knew him 
to be comparatively recently employed by Rothschilds after a career as a 
stockbroker, and no doubt keen to show his skills and utility to his new 
firm. He knew of his previous close association with Warburgs and in 
particular with Mr Scholey, when he had been at Cazenoves, of his 
previous closeness to the House of Fraser board, as well as to 
institutions who were substantial shareholders, and of his reputation in 
the City. Mr Rowland, in my view, hoped that Mr Richardson might prove 
to be the catalyst to resolve the House of Fraser situation, and 
believed that if both Rothschilds and Warburgs put their shoulders to 
the wheel , thfcs might move the authorities to change their views . 



5.25 I have little doubt, in these circumstances, that it was Mr Rowland 
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who put forward his ideas hoping that Mr Richardson's new position would 
tempt him to adopt his plan. A discussion followed. Mr Richardson 
participated in it, for he too has an imaginative, wide-ranging mind and 
style. Mr Richardson himself suggested Lord Soames as a possible 
neutral chairman, because, as he told me, the candidate proposed by Mr 
Rowland was quite unsuitable. Mr Rowland, optimist that he is, whose 
wishes I believe often father his memory, believed he had persuaded Mr 
Richardson, possibly because he misinterpreted the suggestion about Lord 
Soames. Mr Rowland returned cock-a-hoop to tell his waiting colleagues 
of his success; what he had failed to understand was that by discussing 
the plan Mr Richardson had not accepted it as a commitment, but only as 
a plan for discussion; and that it was his chairman, Mr Evelyn de 
Rothschild, who had the power of decision. The latter vetoed the 
scheme. When he learned of this, Mr Rowland, psychologist and a 
consummate wheeler-dealer, decided then to try to by— pass the opposition 
of Mr Evelyn de Rothschild and Mr Richardson, by going above their 
heads, as he thought, to Lord Rothschild, the man whom, he said in 
evidence to me, "considers himself to be the head of the Rothschild 
family". I have no doubt this was why the "douceurs" about Israel and 
the Nigerian venture featured in that conversation with Lord Rothschild. 

5.26 Lord Rothschild, after consulting his cousin Evelyn and Mr 
Richardson, in his turn wrote on the 8th June indicating that in fact 
Rothschilds did not intend to pick up the proposal, and the purse which 
might have gone with it. This gnomic missive explained that Mr 

Richardson had not spoken to his chairman before the meeting, that the 
delay in communicating that the idea was not feasible arose because die 
latter had been out of the country, and Lord Rothschild concluded. 
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"as a result of my enquiries I am satisfied that there was a 
specific reason and not one which could be held to reflect 
adversely on any of the numerous parties concerned” for 
Rothschilds ’’unwillingness to participate in the project”. 

Lord Rothschild has explained to me the commercial reason which led him 
to use these words; it has nothing whatsoever to do with Warburgs nor 
with any improper motive. Mr Rowland then replied on the 10th June with 
the long and detailed letter to which I have referred above, setting out 
in extenso his version of the proposals he said were made to him by Mr 
Richardson. Lord Rothschild riposted with a single-sentence letter of 
thanks which did not controvert any of Mr Rowland's statements. I found 
this extremely surprising in view of the nature of some of those 
allegations and have considered whether this, and also the differences 
with the evidence of Mr A, were not corroborative of Mr Rowland's 
version of the affair. I have however concluded, after some hesitation, 
and having seen the documents on Rothschilds' files which support Mr 
Richardson's version, that the correct explanation is that given to me, 
namely that such a response is not out of character for Lord Rothschild, 
when taken together with his patrician disregard for Mr Rowland. I also 
had in mind when reaching this decision other not very dissimilar 
incidents in which, as I shall describe later, Mr Rowland was involved. 
It is important when evaluating evidence not to lose sight of the whole 
picture . 

5.27 Thereafter Mr Rowland again acted true to his character as I see 
it: he caused his version of the matter together with his letter to 
Rothschilds to be given to the press , where the story appeared as the 
main article in the Sunday Times Business News on the 11th July 1982. I 
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am satisfied by independent evidence that the information for the 
article emanated from Lonrho. I believe he did this because he gained 
thereby some advantage, in his own eyes, by the discomfiture caused to 
the board of House of Fraser and in particular to Professor Smith, and, 
after failing to gain his way with Rothschilds, he had the satisfaction 
also of feeling that the publicity had hurt both them and Mr Richardson. 

The Knighthood 

5.28 Lastly, as to the matter of the knighthood and the nationalised 
industry chairmanship: I cannot see any of the participants, including 
Mr Rowland or Mr Richardson, raising this as a serious proposition. I 
can however visualise Mr Rowland, with his contempt for Professor Smith 
and probably for nationalised industries too, using such a dismissive 
phrase, but not seriously. This is what I believe happened. 
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THE ROWLAND/MURDOCH MEETING 



Introduction 

5.29 On the 7th February 1983 Mr Rowland and Mr Rupert Murdoch, the 
Australian newspaper proprietor and entrepreneur, met. In October 1983, 
pursuant to my statutory powers, I obtained from House of Fraser various 
documents which included a record made by Professor Smith of a meeting 
he had had on 15th October 1983 with Mr Murdoch. The note, after a 
reference to the main business of the meeting, went on: 



"During the conversation Rupert Murdoch referred to Mr Rowland 
and the share build up in the House of Fraser. Mr Murdoch said 
quite specifically that Mr Rowland had spoken to him "on the 
basis that their conversation had never taken place". He said 
that Mr Rowland had asked him to buy shares in the HoF as an 
interesting situation". 



The Meeting 

5.30 I wrote at once to Mr Murdoch who, by letter of the 11th November, 
replied that as he expected to remain abroad on business for' some time 
and "as I have really only very limited information .... possibly you 
may accept this letter as as full and detailed an account as I can 
provide". He continued: 



"Mr Tiny Rowland called upon me for a meeting on February 7th 
this year. The meeting was held to discuss .... newspaper 
affairs . During the course of the meeting he enquired of me 
whether I might be interested in acquiring some shares in the 
House of Fraser or Harrods. As I took no notes of this 
meeting, I cannot remember which it was that he mentioned at 
the time. He indicated to me that he thought such a holding 
would be a profitable one and that I might be well advised to 
consider it. My reply was brief and immediate, that my 
interests were almost solely connected with the communications 
industry and that I would have no interest in any such 
acquisition ...". 
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5.31 On his return to London I called Mr Murdoch to give evidence on 
oath; what he said is quoted below. Later when Mr Rowland gave evidence 
I asked him to tell me about his meeting with Mr Murdoch. This came as 
no surprise to him for he told me, before I raised the matter at all, 
that a journalist, Mr Ivan Fallon, had told him that Mr Murdoch had 
informed another proprietor that he had given evidence to me "against Mr 
Rowland". After first hearing Mr Rowland's version, I sought his 
comments upon Mr Murdoch 1 s story : 



"Q. If I may read to you part of his (Mr Murdoch's) evidence, 
he said: "As I remember it, I think we were half way through 
our first cup of coffee, when to make conversation I said how 
are you going with House of Fraser? I keep reading about it a 
lot. He made a rather surprising suggestion to me in that if I 
would like to buy 5% of the shares in House of Fraser, there 
was really a great mine of wealth there and when it was all 
split up he would be quite happy to split the profits 50/50 
even though we had only 5%. I said it was not really my kind 
of country, but if I changed my mind I would let him know. But 
I was sure I would not change my mind". -A. There is no 
question of that conversation having taken place the way that 
you describe or he describes it. I would never ask Mr Murdoch 
to buy 1% let alone 5%, or split any profits with him. I would 
have known that anything I said to Murdoch would go straight 
back to Warburgs and it never occurred to ask him of all 
people, and I have turned down offers from people I have known 
over a period of years, like D K Ludwig and others whose names 
I have not given to you. I certainly would not have mentioned 
it to Murdoch. I think that he more than likely went back to 
Warburgs and that Warburgs perhaps put that idea into his head; 
1 do not know, Q. Put what idea into his head? A. The idea 
that I asked him to buy a share in the House of Fraser. That 
is absolute nonsense. It just does not make sense .... the 
a as t thing that I would want to say to him is to buy shares in 
the House of Fraser when I knew him to be a Warburgs man" . 



5.32 Shortly thereafter, Mr Rowland said: 



.... Did he mention anything at all about the "Express", why 
we met, ... did he say to you he would not be able to buy the 
Express because he had the "News of the World" and the "Sun" 
and that if we, the "Observer", were to buy the "Express" we 
would be able to keep the "Express" and the "Sunday Express" 
and close down the "Star" and that he would be able" to charge 
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an extra 2p and we would be able to acquire a second Sunday 
paper and the "Express" and have a daily paper? Did he mention 
that at all? It is terribly important because that was the 
reason we met" . 

"....the last person in the world with whom I would discuss the 
purchase of 5% in House of Fraser would be Rupert Murdoch. Why 
should I of all people pick on him? Why would I telephone him 
and ask for a meeting between himself and me? After all, we 
have not met for 4 years. He admits that himself. Would it be 
likely that I would say to him: Let us meet, I have a 
brilliant idea. He of all people, who was in direct 
competition with us ( "Observer"/"Sunday Times")." 

5.33 I had asked Mr Murdoch to amplify the statement which is quoted 

above in the exchange with Mr Rowland. Mr Murdoch explained: 



"...He (Rowland) did not go into any detail. He did not show 
me anything. It was an invitation to be a partner or an 
associate with him....Q. In? -A. In attempting to gain 

control of House of Fraser Q. You mentioned 5% a moment ago 
...was that just used as a figurative description of a small 
share? -A. Yes, I think so. I do not remember. I thought he 
said 5, but I think he said that all that would be needed was 
another 5% perhaps... Q. Can you tell me what you understood by 
"all that would be needed?" -A. He needed another ally in the 
shareholding, who would be needed for his block of votes to 
change the board. Q...Did you understand that this was an 
offer to buy (Lonrho’s) 30%, or for you to go out and buy, or 
for someone else to sell to you? -A. No, I understand very 
clearly it would be to buy in the market.... Q. Can 

you. . .amplify the part of the conversation about dividing the 
profits and so on, even though you had only 5% -A. Yes, he 

said: "I would be quite happy to share it down the middle". I 

do not think he used the word "spoils" but that would be the 
tone of the remark. There would be great profits in the 
break-up of the House of Fraser. I presumed he meant selling 
properties and so on. I did not really ask him. It was a very 
short conversation. I also knew from what I had read that he 
was sort of locked in with the 30% and could not go forward and 
was too proud to go back, and he was prepared to give even a 
very junior partner a 50% share of it even, if It meant the 

difference. .. .That was the sense of the conversation It was 

in the context of a demerger of Harrods certainly" . 



5.34 Further enquiry of both protagonists revealed, as in the case of Mr 
Rowland's meeting with Mr Richardson, that there was almost total 
conflict about the meeting and the circumstances surrounding it: 
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- each said the other called for the meeting; 

- each put it in a different location: Mr Rowland at the 
Berkeley in place of an earlier suggestion of Lonrho's 
Cheapside office; Mr Murdoch at Cheapside, there having been an 
earlier meeting some years before at the Berkeley; 

- Mr Rowland said the reason for the meeting was that Mr 
Murdoch wished to put to him his scheme for eliminating a rival 
to the "Sun" , the idea being that Lonrho should acquire the 
"Sunday Express", the "Daily Express" and the "Star", that in 
exchange for (unspecified) help Lonrho would acquire and close 
the loss-making "Star" , enabling the "Sun" to increase its 
price and circulation; Mr Rowland said he was outwardly 
non-committal but thought the idea a non-starter for various 
reasons; 

- Mr Murdoch said even at the time he was uncertain why Mr 
Rowland had called for the meeting, save that at it he did 
learn for the first time of Lonrho's planned closure of the 
Scottish "Sunday Standard", and he recollected himself 
expressing disinterest in Outrams; that the Express group was 
not discussed at all at that meeting, nor any plan for the 
"Sun", the only mention of Express Newspapers with Mr Rowland 
having been a general discussion unrelated to purchase at the 
earlier meeting years before: at no time had he ever discussed 
with Mr Rowland a possible sale or purchase of the papers in 
the Express group; 

- Mr Rowland suggests that Mr Murdoch is closely connected to 
Warburgs , but Mr Murdoch and Warburgs deny this. 
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5.35 Neither Mr Rowland nor Mr Murdoch, for reasons which they 
explained, mentioned to anyone else at that time the details of what was 
said, so there are no contemporary conversations or documents from which 
to test the truth. There are features and cogent arguments, both in 
favour of and against, each side's version, but none seems to me 
conclusive. For instance: 

- it is true that Mr Rowland prima facie would appear unlikely 
to have approached Mr Murdoch, whom he scarcely knew, with such 
a plan when, as I accept, he actively discouraged similar 
offers to purchase shares from Mr Miron (paragraph 5.259) , Mrs 
Adams (paragraph 5.264), a millionaire connected with South 
Africa (paragraph 5.254), and, as he tells me, others too; 

- yet, if such a breach of the law or of Lonrho's undertakings 
to the Secretary of State was going to be organised, less 
suspicion might, perhaps, in the long run arise were Mr 
Murdoch, a wealthy and aggressive entrepreneur with no 
connections with Lonrho or with the retail trade , and a 
reputation for independence, to buy rather than others who 
might be less circumspect, or who might demand a closer 
business involvement; 

- a '50% profit for a 5% stake' certainly, on its face seems an 
unlikely arrangement; yet I noticed Mr Rowland's conversation 
to be nothing if not wide-ranging and diffuse and sometimes not 
crystal clear to the listener, so that it is not too difficult 
to picture a scenario in which Mr Murdoch, hearing but mentally 
rejecting the suggestion to buy, switches off his close 
attention; that when Mr Rowland advanced the theory he had 
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already put before both the Monopolies Commission and later 
Professor Smith (that as the voting blocks were so evenly 
balanced, a 5% or 10% stake would have a disproportionate value 
and be worth, as it were, in terms of control, 50% in other 
circumstances) Mr Murdoch misunderstood or misremembered that 
part of what was said; 

- Mr- Rowland was aware of Mr Murdoch's acquaintance with Lord 
Roll, the chairman of Warburgs who was a director of Times 
Newspapers, and so, it is argued, would not have risked 
exposure; yet if anyone has his antennae out, it is Mr Rowland, 
and the fact is that Mr Murdoch does not have close connections 
with Warburgs, never having employed them, but on the contrary 
on occasions having been opposed by them; Lord Roll was not an 
active director but only one of the "independent trustee 
directors" inherited from Lord Thomson of Fleet; 

- Mr Robinson told me, and I accept, that the decision to close 
the "Sunday Standard" had been taken by Lonrho tentatively in 
October 1982 and finally in May 1983; he said that in February 
it was inconceivable they would have sought any help from Mr 
Murdoch, so that his explanation of the reason for the meeting 
is wrong; 

- Mr Robinson also pointed out Mr Rowland's pride in owning the 
"Observer", which he held in very high regard indeed, so that 
in Mr Robinson’s opinion it was extremely unlikely that he 
would ever have spoken dismissively of it as Mr Murdoch said he 
did; but Mr Murdoch told me this was said in the context of the 
respective circulations of the "Observer" and the "Sunday 
Times", when such a remark might appear more likely; 
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- it is surprising, if the Express group proposal was raised, 
that Mr Rowland did not mention it even to Mr Robinson, the 
Lonrho director responsible for the "Observer" ; he said this 
was because the matter was not of interest as the Lonrho board 
had decided only recently to drop negotiations for the Mirror 
group, and that both travel extensively; 

Credibility 

5.36 I have therefore to make up my mind which is telling the truth 
largely by the impression each made upon me, and unassisted by any 
conclusive pointer or touchstone. Mr Murdoch, on both occasions he gave 
evidence, first when he told his story and later when he returned to be 
asked about Mr Rowland's version, gave to me a compelling feeling that 
he was telling the truth. Mr Rowland did not. Other matters too struck 
me about Mr Murdoch and his evidence. He has never been in contention 
or dispute with Mr Rowland or Lonrho; the rivalry between the "Sunday 
Times" and the "Observer", or a desire to retain the Harrods advertising 
for his newspapers, cannot I believe provide a sufficient motive for him 
deliberately to make up a lying story and commit perjury; and the only 
other reason suggested has been that Warburgs put him up to it. I have 
considered whether he can be mistaken. He did not strike me as the sort 
of man to forget such a recent and important business discussion as Mr 
Rowland described, including the possible sale to Lonrho of the Express 
group and the plan to benefit the "Sun"; the remark that he confirmed to 
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believe to be the explanation for the suggestion about "50% profit for a 
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5% holding". It also seems to me surprising, if the possible sale to 
Lonrho of the Express group was discussed, that Mr Rowland did not even 



mention it to any of his colleagues at any time. I was struck too, when 
assessing Mr Howland’s evidence as a whole, that there were several 
other instances when his evidence was directly contradictory to that of 
others, and less acceptable for various reasons. The story of the proud 
mother watching her son’s platoon march past, and saying "everyone is 
out of step with my boy", is in point: in this inquiry Mr Rowland has 
been too often out of step with the evidence of others for this to be 
coincidence. 1 am satisfied, whatever may be the position as to some of 
the exact details of the conversation, that Mr Murdoch is right about 
die central issue, and that it is safe to rely upon his evidence that Mr 
Rowland asked him to purchase shares in House of Fraser. 

Conclusions 

5.37 I am satisfied in my own mind as to what happened. Whatever was 
discussed during the early part of the meeting, I am sure it was not the 
possible sale of Express newspapers to Lonrho. I believe Mr Rowland 
arranged the meeting on a proprietor-to-proprietor basis to mention his 
planned closure of the "Sunday Standard" which, as Mr Robinson 
explained, might have led to union problems for the Outram group; it is 
conceivable he wanted to test obliquely whether Mr Murdoch might be a 
potential purchaser in that event. I do not think the mention of House 
of Fraser was pre-planned, but that when it was raised Mr Rowland seized 
his chance. He is, in my opinion, an impulsive man, with a tremendous 
quickness of mind and of reaction, able to make instantaneous decisions, 
sometimes without thinking through all the implications, and with the 
skilled negotiator- s ability to see and to take immediate advantage of 
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any situation, adapting his tactics to further his strategic objective. 
When Mr Murdoch towards the end of the meeting mentioned House of 
Fraser, Mr Rowland took the opportunity to sow in his mind the idea that 
there might be considerable profit in buying a stake in House of Fraser, 
because after demerger a bid battle for Harrods was forseeable, and 
because of the disposal of some of the stores left in the rump of the 
company. It was in that context, I believe, that Mr Rowland, after 
speaking of the profit potential, went on to mention that a 
comparatively small stake, such as 5%, would on the demerger vote wield 
disproportionate power because of the locked voting situation. I think 
Mr Murdoch's remark about the 5% (paragraph 5.33) is revealing. I 
believe Mr Rowland hoped to entice this wealthy entrepreneur to take 
such a stake, not in partnership with himself, but knowing that if he 
did decide to invest he would undoubtedly vote for demerger, which 
Lonrho desperately wanted to achieve. I consider that Mr Murdoch was 
uninterested and so had ceased to pay full attention to this part of the 
conversation; hence his differing recollections as to it. I think too 
that it is because the conversation followed the pattern I describe that 
Mr Murdoch, as he said in his letter to me, was unsure whether it was of 
shares in House of Fraser or of Harrods about which Mr Rowland spoke: I 
believe it covered both. 

5.38 To what then does this all amount? What occurred does not seem to 
me to have been a breach of the "concert party" provisions of the 
Companies Act 1981, for at no time, on the above analysis, was a voting 
or other unlawful agreement made or overtly suggested; and in any event 
no purchase of shares eventuated. The cleverness of Mr Rowland's 
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idea, which I believe Mr Rowland attempted to lure Mr Murdoch to 
follow, was that it was unnecessary to make any voting agreement: anyone 
who was persuaded to invest because of the attraction of the "one plus 
one makes three" or other arguments about demerger of Harrods, would 
undoubtedly vote for demerger. Lonrho wanted to achieve demerger partly 
because, as Mr Robinson said, it would give the opportunity for which it 
had been seeking to argue forcefully, incidentally to a different 
Secretary of State, that circumstances had changed in such a way as to 
invalidate the veto previously imposed on the basis of the earlier 
Monopolies Commission report. A bid for Harrods alone may be a 
different thing to buying and managing Britain's largest stores group. 

5.39 Furthermore Lonrho, with its 30% stake, was in a very advantageous 
position if only demerger of Harrods could be achieved: its holding, 
bought below the present market price, would, in a bid situation, give a 
considerable advantage, for it would, by averaging, permit a higher bid 
at a lower average cost than was possible for any competitor; even if it 
were outbid by any contender, a large profit was assured from the sale 
of its stake; nor could any other bidder expect to achieve any 
worthwhile objective without coming to some arrangement with Lonrho, for 
the story of the past five years in the life of House of Fraser contains 
a lesson for any potential bidder. I have no doubt that considerations 
such as these were not far from the front of Mr Rowland's strategic mind 
when, as I believe, he seized his opportunity and spoke to Mr Murdoch. 
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THE ROWLAND/ THORNTON MEETING 



Introduction 

5.40 In June 1983 Mr Rowland, Mr du Cann and Mr Thornton, the chairman 
and chief executive of Debenhams Stores Limited ( "Debenhams") lunched 
together. The occasion arose out of a dinner in May when Mr du Cann, as 
the constituency MP, had formally sponsored the use, by a Taunton 
subsidiary of Debenhams, of facilities in the Houses of Parliament for 
an anniversary dinner. He had suggested then to Mr Thornton a future 
lunch and said that "perhaps Mr Rowland would come as well". Mr du Cann 
told me that he arranged the meeting to discuss Debenhams highly 
successful credit operation which, in his view, should be used one day 
as a model for House of Fraser. Mr Rowland and Mr Thornton had only met 
once or twice some 3 years before when Mr Rowland had sought reassurance 
that an agreed bid by House of Fraser for Debenhams, which would have 
watered down Lonrho's percentage of the equity, was not in the offing. 

The Discussion at Lunch 

5.41 The lunch took place when the General Election was impending, and 
Mr du Cann left the table for a period to discuss urgent political 
matters with Mr Ian Gow, then Parliamentary Private Secretary to the 
Prime Minister. Mr Thornton, whom I summoned to give evidence to me, 
said that Mr Rowland: 

"indicated to me that if Debenhams were to make a bid for House 
of Fraser, which I smiled wryly thinking about their relative 
size to mine, he might support it". 

Mr Thornton said that he agreed to discuss this proposal with Kleinwort 
Benson, his merchant bankers, which later he did. Mr du Cann, on the 
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other hand, told me that his recollection was that it was the 



possibility of co-operation between, Debenhams and House of Fraser in 
respect of Debenham's successful credit operation that was to be 
discussed. Mr Thornton went on to describe the proposal to me in more 
detail. The idea, and at no stage did it advance beyond that, was in 
essence that Lonrho should sell its House of Fraser shares and in return 
be permitted to purchase Harrods. Mr Thornton's recollection was: 



"I think what was said, or the meaning of what was said, was 
that Debenhams would end up with the House of Fraser without 
Harrods... In other words the Board of Debenhams would have to 
agree as part of the quid-pro-quo, although they were not very 
specific words like that being used, that he, Rowland, or 
Lonrho would end up with Harrods and Debenhams would end up 
with the House of Fraser" . 



5.42 I was anxious to discover from Mr Thornton how seriously or 
otherwise he recollected Mr Rowland putting forward the idea: 



"Q. Your knowledge of this sort of situation with negotiations 
is obviously far greater than mine. One can get jokey things 
said; one can get flies put on the water; one can get a serious 
proposition; one can get a proposition subject to contract; one 
can get an agreement. -A. Yes. Q. Where in the spectrum did 
this conversation come ? -A. I think the fly on the water. It 

was more than an idle speculation but less than a fiercly 
argued proposition. .. .Q. I get the impression that this was 
not an offer but was something that, if you took it on board, 
would then lead to serious discussions. Would that be fair ? 
-A. Yes, absolutely ... .In other words if I had gone away and 
Kleinworts had said "What a smashing idea....", I would have 
then had to go back" . 



Subsequently, after I had put to Mr Rowland what Mr Thornton had said, I 
received from Lonrho a letter written to Mr Rowland by Mr Robinson 
recording: 



"....when the question of Thornton of Debenhams first arose, 
you talked to me and I came into your room. You asked me to 
pick up the other receiver and listen to the conversation. 1 
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recall him saying "that if Tiny, you are suggesting that I had 
said I had been asked by you to buy shares in House of Fraser, 
I can tell you I did not and for one reason, it would simply 
not be true". 



I provided Mr Thornton thereafter with a copy of his transcript, asked 
him to read it, and gave him the opportunity to confirm whether or not 
it truly represented what he recollected and the impression he had 
intended to give. He said to Mr Cook that he did not wish to alter 
anything he had said, but that he attached importance to the answer 
about "casting a fly", and he later wrote: 



"....I accepted "casting a fly" because that was the lowest of 
the levels of approach suggested by Mr Griffiths. On 
reflection "casting a fly" was putting it too high and not a 
fair description of the level of approach". 



5.43 Despite Mr Thornton's letter, it is clear that he took the idea 
seriously, even though he doubted its practicality, for apart from 
discussing the matter with Kleinwort Benson, he also raised it with his 
own board, whose minutes for the meeting of the 19th May read: 



"The Chairman reported that at a recent meeting with Messrs. 
Rowland and du Cann of Lonrho the question of mounting a 
takeover bid for House of Fraser had been discussed. If such 
an initiative were to proceed, it was suggested that Lonrho 
would acquire Harrods whereas Debenhams would retain a 
selection of suitable department stores and the whole of the 
credit business; it was intended that the residue of the store 
business should be refloated with the existing management 
intact. ..." 



Mr du Cann vehemently denied that any such conversation took place in 
his presence, saying that if it had: 

"that would stick in my mind like a pinnacle (because), firstly 
it is the matter above all else about which Lonrho is 
concerned. How do we get control of the House of Fraser? 
There is no subject more important .... secondly to make any 
arrangement with Mr Thornton would be very wrong. There was no 
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discussion of that sort" . 



I believe the cum, ersation in fact occurred during his absence speaking 
to Mr Gow, which he told me took some 10 minutes. 

5.44 I listened carefully to what Mr Rowland told me and it is 
noticeable how during his evidence his recollection changed. It started 
like this: 



"Q. Was there any discussion between the two of you as to 
Debenhams buying any House of Fraser shares or making an offer 
for House of Fraser shares? A. No, never. Q. Are you sure 
of that?. A. Positive. Q. Your recollection of that meeting 
is that there was no discussion of Debenhams in any way .... A. 
Buying shares in the House of Fraser: none. Q. Or making an 
offer? A. None". 



Later, after I had read to him the first passage cited above from Mr 
Thornton's evidence, he said: 



"I think it is possible to Thornton that I would have said in a 
joking manner: "Why do you not make an offer for us (House of 

Fraser) Mr Thornton?" 

Q. . . . You said there was no discussion of Debenhams making .... 
A There was discussion, a sort of flippant remark: "Why do 

you not take us over", or words to that effect. Q. Did you 
say that or did you not? A. I cannot tell you whether I did 
or did not. But when you ask me about a discussion, the answer 
to that one is, no, there was no discussion. If you say to me, 
did you jokingly, as you would say "hello by gosh you are 
looking well", when you know the other man is looking seedy and 
has not got long to live, in that sense, I could have perhaps 
said to him, and that is why he said, "well that is far-fetched 
because you are twice the size of us", I could have perhaps 

said to him "the easiest way to resolve all this is for you 

to make an offer for House of Fraser, why do you not?" After 
all there is nothing wrong with that. Q. I just want to be 
clear because I am not clear at the moment, whether you are 
saying: Yes, I did make such a joking suggestion, and remember 

being so, or whether you are saying, 1 might well have done, 

but I do not remember whether I did or not. A. I think it is 
the second. I may have said it jokingly and to Thornton, 

because he himself has given the answer to you If there 

were anything serious in the remark, I would have continued 
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talking about that as soon as Edward du Cann, who had left us 
for a minute and a quarter, rejoined us at the table.... I 
like Thornton, incidentally, and I cannot believe that he would 
have said anything that would be damaging to us, to you.... Q. 
The thrust of the evidence I have just read to you is the 
suggestion of quid-pro-quo, as it were, that we, Lonrho, must 
end up with Harrods if there is a bid by Debenhams for it which 
we are to go along with. A. I am not legal, you are legal; 

and I am commercial and you are not commerical. It is a 
question of how much: in other words Harrods, we do not need 
Harrods as a status symbol. .... My main interest is in 
agriculture in Africa and my projects are in Africa. This is a 
side issue as far as I am concerned.... This was a very loose 
pleasant lunchtime conversation with Mr Thornton and it was not 
a case of my saying to Thornton: "but Thornton, please 

understand that at no time in no circumstances will you be 
** allowed to take Harrods". It was not like that. I said: 
"Obviously we would be very interested in owning Harrods and 
may help if you were to make an offer" - if this conversation 
took place and it is a conversation no doubt that I have had 
with other people as well - "then we would want to make an 
offer for Harrods. You can make an offer to all the 
shareholders but we would hope that you would be prepared to 
consider selling us Harrods back because I cannot believe the 
Monopolies Commission would stop us from buying one store from 
** you, if you were to acquire the rest . . . Q. Mr Rowland I hope 
you will regard my next question not as being an offensive one. 

A. None of your questions have been offensive. Q. It is not 
intended to be so. Some people have a very good and accurate 
memory of what happened, but other people's memory is more 
diffuse, other people do not have good memories at all. Which 
of those classes do you fall in? A. Anything that matters to 
me, I remember well. But there is a whole lot of roughage that 
I hear and I do not remember. But anything that is material I 
remember .... Q. What I confess I find slightly surprising is, 
if there was a conversation with Mr Thornton along the lines I 
have read out to you, and if there was, to adopt the words he 
used, "in other words the board of Debenhams would have to 
agree as part of the quid-pro-quo to Harrods going back to 
Lonrho" , I am surprised if that took place that you did not 
regard it as important and thus remember it. A. I did not 
remember that one at all, because I knew it could not take 
place. I knew the Monopolies Commission would stop any bid by 
Debenhams for the House of Fraser" . 



M X. Conclusion s 

5.45 Mr Thornton was a most impressive witness and a man who clearly by 
habit uses words with great care and exactitude. I am sure that the 
conversation took place along the lines as he remembers it. I have no 
doubt that Mr Rowland's conversation with him was more purposeful and 
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less light-hearted than he would have had me believe. Otherwise the 
shrewd and sensible Mr Thornton would not have reported it in the manner 
he did to his board, nor would he have consulted Kleinwort Benson, from 
whom I also received confirmatory evidence. I believe that similar 
strategic considerations motivated Mr Rowland when he spoke to Mr 
Thornton as had motivated him when he spoke to Mr Murdoch. Both 
meetings took place at times when the demerger controversy was raging 
and was, I am sure, right in the very front of his mind. Mr Rowland 
himself remarked, during a discussion with Professor Smith in May 1983, 
that "everyone saw themselves as potential chairmen of Harrods". 
Harrods, I believe, by the time Mr Rowland spoke to Mr Thornton, had 
become the plum that he wished to extract from the House of Fraser pie. 

5.46 What was his motive? Two possibilities seem to me to exist. 
Whilst there was only an outside chance of Debenhams bidding, the half 
chance was there. The attraction of the idea, if it came off, seems to 
me to be this: the Monopolies Commission would be expected to advise it 
to be contrary to the public interest to have the two leading London 
stores groups, Harrods and Debenhams, within the same ownership 5 but a 
different result possibly might obtain were Lonrho to take Harrods, so 
that in effect two groups remained, each retaining a separate identity; 
similarly, Debenhams and House of Fraser would be unlikely to be 
permitted to amalgamate, though a rationalisation of House of Fraser's 
provincial empire might be less objectionable; accordingly it was only 
some such scheme as that recorded in Mr Thornton's report to his board, 
which would have created three groups - Harrods, Debenhams and the rump 
of House of Fraser - out of the existing two, which might have had any 
chance of success. Such a scheme would have had important benefits for 
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Debenhams, which Mr Thornton described to me, and so be attractive to 
them; at the same time it would release Harrods from the embrace of 
House of Fraser, thus placing Lonrho in the advantageous position which 
it desired. Such a solution, if it had eventuated, had about it an 
imaginative grandeur of conception that is in character for Mr Rowland, 
and would I think appeal very much to him. Alternatively, what possibly 
lay behind the discussion I am sure he held with Mr Thornton was the 
outline of what he intended to achieve after Lonrho won the demerger 
vote on the 30th June, as I'm sure, optimist that he is, he felt they 
would. It would be cost-effective for Lonrho if indeed Harrods was 
their main objective, as I think it was, and at the same time it would 
help to solve the problem of the rump of House of Fraser. 

5.47 I heard evidence provided by Lonrho from Mr John Richards a senior 
analyst specialising in the stores sector with Capel Cure Myers. He 
told me, and I accept, that for a number of good reasons a bid by 
Debenhams for House of Fraser was very unlikely indeed, if one analysed 
the situation. This no doubt explains Mr Thornton's instinctive wry 
smile. It was argued by Lonrho that accordingly Mr Rowland, with all 
his experience of the Monopolies Commission, would never have raised 
such a doubtful starter seriously or indeed at all with Mr Thornton. 
But when I had put to Mr Richards the concept outlined in the preceding 
paragraph he said: 

"....Having outlined a possible scenario to me, I think it is 
something that could be worth exploring. But I think on the 
basis of the known facts and.... what I think is the likely 
potential profitability of the department stores, it is 
something which would be well nigh impossible to actually put 
together and make it work. ..." 
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I consider the question is not whether in the end such a scheme would 
have been practicable or not. It is whether it is so impracticable that 
Mr Rowland would never even have floated the idea. I believe it was in 
character for Mr Rowland to do so, and all the evidence, including that 
of Mr Thornton, convinces me that he did. 
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DR JOERN KREKE 



Introduction 

5.48 I turn now to consider the first of the foreign individuals who in 
May 1983 bought large holdings in House of Fraser, suddenly, and all 
within days of each other. On 12th May 1983 a significant shareholder, 
who was later to vote with Lonrho at the EGM on the 30th June, first 
appeared on the scene. By the 3rd June his holding, all bought via 
Laing & Cruickshank ("Laings"), on instructions from an old-established 
Swiss bank called Rahn & Bodmer, had built up to 650,000 shares. 
Subsequently between the 17th and 18th June, Rahn & Bodmer purchased a 
further 160,500 shares, via Astaire & Co. Ltd., Scott Goff Hancock & 
Co., and Laurie Milbank & Co., but, by the 2nd September, an identical 
number had been sold at a small profit. I have reason to believe these 
holdings were never in the same beneficial ownership as the large one. 

5.49 The holdings were all registered in the name of Dunlaw Holdings 
Ltd. ("Dunlaw") a nominee company owned by Duncan Lawrie Ltd, a London 
correspondent regularly used by Rahn & Bodmer to settle accounts and 
register securities on its behalf. House of Fraser, using section 74 of 
the Companies Act 1981, traced back the holding and on the 23rd June 
received a letter from a Dr Joern M Kreke, of Hagen in West Germany, 
stating that he held the shares "as beneficial owner for my own 
account", and that he had "not agreed with anyone to any arrangement 
relating to the exercise of any rights conferred by the holding of the 
shares or to any agreement to which section 67 of the Companies Act 1981 
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applies". Subsequently, on about the 27th June, Mrs Milligan, the wife 
of the House of Fraser company secretary, who speaks fluent German, was 
chosen to telephone Dr Kreke, whom it emerged speaks fluent English. He 
told her that he had bought the shares "as a speculation", and had had 
"lots of financial advice". Mrs Milligan asked if he had sent his proxy 
card for the EGM to Lonrho as House of Fraser had not yet received it; 
he replied that he would be represented at the meeting. 

Agitation over Registration 

5.50 Meanwhile strenuous efforts were being made with the Clydesdale 
Bank, the registrars of House of Fraser, to ensure that all the Dunlaw 
shares were placed on the register in time for their votes to be 
available at the EGM. On the 23rd June representatives of Laings 
telephoned the registrars twice to check the size of the holding; Laings 
on the 24th June telephoned again saying they "wanted confirmation not 
only of receipt (of the transfers) but that the total of 650,000 was 
presently on the register" ; on the 29th June Dunlaw telephoned to check 
that holding, and also said "they were trying to rush through transfers 
for 110,000", and asked whether those transfers had been received and 
wnom should be contacted to chase them up; 15 minutes later Astaire & 
Co. rang to say settlement for 100,000 shares had been paid on the 27th, 
and to seek confirmation that Dunlaw could vote these shares. 

5.51 It is striking and in all the circumstances suspicious that during 
this period similar enquiries, as I describe hereafter, were received by 
the registrars about the shares owned, as it later transpired, by Dr 
Marwan, Daus & Co., Mrs Funaro, Mr Hayward and the Cornhill Insurance 
Group - all of whom later voted for the Lonrho resolution to demerge 
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Harrods. The registrars, on the instructions of House of Fraser, kept 
file notes of such conversations at this time and the calls about these 
shareholdings comprised all the enquiries that there were. 

The Proxy Cards 

5.52 A further link between some of these parties then surfaced. Lonrho 
had caused the proxy cards distributed by them with their various 
statements to be return-addressed to the Royal Bank, Glasgow, who 
collated them (so that Lonrho could assess at any time their level of 
support), before delivering them to the registrars. On the 28th June 
the Royal Bank's representative delivered several boxes of proxies to 
the registrars. Amongst these were four proxy cards, three printed by 
Lonrho and one by House of Fraser, signed respectively by or on behalf 
of Dr Kreke, Mr Hayward, Dr Marwan and Mrs Funaro. They were stapled 
together, and attached to them was an unsigned note on Lonrho letter 
heading, addressed to the Royal Bank, reading: 

"Attached to this letter are proxy cards for holdings that are 
not shown on the register in your possession as they are new 
holdings. These cards must be lodged with all the other proxy 
cards . " 

These were given to me in the condition in which they were received by 
the registrars whom I summoned to give evidence. 

Further Links with Lonrho 

5.53 Subsequent enquiries raised further suspicions. Dr Kreke is the 
chairman and chief executive of Hussel Holdings AG, a West German 
retail group in which his family are large shareholders. Company 
records filed in Switzerland show him also to be president of the Swiss 
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subsidiary, the company return of which gives its address as c/o Dr 
Andreas Renggli, a Swiss lawyer. Dr Renggli is a director, in Zug, of 
Lonair A G, a Swiss subsidiary of which Mr Rowland is a director, and 
also of El Sara S A, of Geneva, of which Mr Rowland and Mr Dunlop are 
directors, and of two other Lonrho subsidiaries. Dr Marwan also had an 
indirect connection with El Sara. He is a minority shareholder in 
Mestimo Investments, a Nassau company, the lease of whose small London 
office in Piccadilly, which Dr Marwan uses, was purchased in 1980 from 
El Sara. Dr Marwan told me that the sale to him was through a close 
friend, Mr Roushdi Sobhi, a shareholder in El Sara, who at the time when 
they were closing their office knew that Dr Marwan required one and 
hence arranged the sale. 

5.54 All the six Lonrho board members who gave evidence denied any 
acquaintance with, or knowledge of, Dr Kreke. I was however slightly 
surprised in view of their mutual directorships that Mr Rowland at first 
told me he had never heard of Dr Renggli either, though soon thereafter 
he wrote to say he had made enquiries and established his Lonrho 
connection, he being the local director required by Swiss law of certain 
subsidiaries registered there. 

Suspicious Features 

5.55 These various matters, even taken alone, create a reasonable 
suspicion of some joint involvement between at least some of these 
people. But one has to have regard also to other facts: 

- the very large size of the transactions, unusually so for 

individuals, as opposed to corporate investors; 
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- the timing of the purchases: all were made shortly after the 
narrow victory secured on the 6th May at the EGM by the board 
upon their joint resolution about demerger and confidence, and 
in time to vote at the EGM called by Lonrho and held on the 
30th June to reconsider the Harrods demerger issue; 

- all the individuals named could reasonably be suspected of 
having had direct or indirect connections with Lonrho; 

- as I learned from the company secretary, apart from 
British-based investment agencies such as the Kuwait Investment 
Office, House of Fraser had previously had very few foreign 
shareholders, let alone such large ones; 

- recent City experience had publicly demonstrated the 
difficulty of identifying foreign buyers who sheltered under 
nominee names — vide the report made by the DTI inspectors, 
dated December 1980, into Dunlop Holdings Limited; 

- Lonrho had recently used its votes to prevent House of Fraser 
amending its articles to permit the board to disenfranchise 
nominee holdings who refused to reveal their beneficial 
ownership, whilst at the same time the board of Lonrho itself 
had attempted so to amend its own articles ; 

- at a meeting with Professor Smith on the 12th May 1983 Mr 
Rowland, as he agrees he did, mentioned that as the voting 
strength of the two contestants was so evenly balanced, anyone 
taking a 10% or so stake would gain effective control; he had 
previously made exactly the same point to the Monopolies 
Commission. 
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% Approach to the Evidence 



5.56 Against this background, two dangerous temptations lay beside my 
path: on the one side it is obviously important to have regard to the 
whole picture made by the jigsaw-pieces of evidence, for when 
coincidences are cumulatively piled one upon another, they may, in the 
real world where businessmen live, arrive at the stage where suspicion 
is turned into proof; on the other hand it is equally important to look 
beneath the surface of the picture to seek the true explanations for 
apparent coincidences, as these may throw a different light upon the 
superficially similar cases of different people. I have tried when 
reaching my conclusions to steer a course between the Scylla of ignoring 
the implications of the whole picture and the Charybdis of losing sight 
of the individual explanations because of an obsession with the jigsaw. 
This judgmental difficulty is accentuated by the fact that illegal 
'•concert parties" are unlikely to be documented and must often arise 
from purely oral agreements . 

Dr Kreke's Attitude 

5.57 I have been considerably hampered in deciding the truth about Dr 
Kreke's involvement by his refusal, even if his expenses were paid, to 
meet me in London, Luxembourg or in Brussels. My experience of the 
German bureaucratic system when I first attempted to see Dr Siebel, of 
Richard Daus, indicated that an arrangement to take Dr Kreke's evidence 
in Germany was unlikely to bear fruit for a long time, if at all. 
Richard Daus refused to allow Dr Siebel to give evidence in Germany, he 
did not want to come to London, and I saw him in Luxembourg. 
Switzerland, I was advised, was contra-indicated as a venue unless I was 
prepared to risk imprisonment: letters rogatory were said to be the only 

lawful course open there. My attempts to have these issued from 
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Whitehall were time-consuming in the extreme, and in the event 



unsuccessful . 

The London Evidence 

5.58 I summoned therefore to give evidence the relevant representatives 
of Dunlaw and of all the brokers involved. I was told, and accept, that 
both Laings and Dunlaw had had a course of dealing over the years with 
Rahn & Bodmer; that on the 13th May by telephone Laings were instructed 
by them to purchase 250,000 shares at a limit of 182p, but that no 
clients name was mentioned; Mr Parnes , who received in the ordinary 
course of business what to him was not a noteworthy order, could not 
recollect if his opinion about the stock was asked, but he told me that 
at that price, if asked he would then have advised that they were cheap 
because of the discount from asset value, and that a decision to demerge 
Harrods would have put up that price. Subsequently he received and 
carried out orders to buy which carried the holding to 650,000 shares; 
all the shares were bought in the normal way on account and not for cash 
settlement. Laings knew that Duncan Lawrie, as they had been since 
1970, were Rahn & Bodmer's agents to settle and register shares bought 
in London, which in due course, on telexed instructions, they did. At 
no time did Rahn & Bodmer seek Duncan Lawrie* s advice about any of the 
purchases . 

5.59 I sought to discover the motives for the approaches made to the 
registrars of House of Fraser. Mr Dawson of Dunlaw told me: 

"... We do not as a nominee company vote clients ' shares on 
issues unless clients instruct us to do so. . . . but when it is a 
special issue like the House of Fraser demerger, we telexed or 

- 115 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



we asked - I believe we telexed - Rahn & Bodmer for their 
instructions (later he confirmed that in fact they received 
instructions by telephone). We also posted the demerger 
documents to them. . . . They indicated how they wanted us to 
vote.... and it would be my job to ensure that the shares.... 
would be counted for the vote" . 



5.60 Mr Dawson gave evidence that he initiated off his own bat without 
instructions from Rahn & Bodmer the approaches to the registrars; and it 
was he who contacted Laings, as their evidence confirmed, and also 
Astaire & Co., to make them both ensure that the various transfers were 
in Glasgow in time. It was pointed out to me by Dunlaw that, as a 
smaller bank: 



"We do cherish our relationship with our various corresponding 
banks, and one of those relationships is to give the dealers a 
special service... It is natural for us to appear to be doing 
a little more than you would expect your normal banker to do." 



This explanation gives a different flavour to the anxiety to register 
the shares in time for the vote, for it stemmed not from a feverish 
anxiety on the part of Dr Kreke to be able to vote, which might have a 
sinister connotation, but rather from the agent's wish to provide a high 
level of service to their client. 



The Return of the Proxy Card 

5.61 As Dunlaw 's shares were not on the House of Fraser register until 
late in June, the question arises as to how, if indeed Lonrho were 
unaware of this purchase, it transpired that Dunlaw, on Dr Kreke 1 s 
behalf, received and completed a Lonrho proxy card, for I am satisfied 
that Mr Dawson’s memory of receiving the demerger documents must be at 
fault. The address to which to send them could not be known until they 
came upon the register and that, with them on it, was made available. 
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5.62 Mr Kirwan, 



the director of Duncan Lawrie with special 



responsibility for the investment department, was unexpectedly summoned 
by me at ten minutes' notice and asked about this. He told me, and I 
believe him, that: 



"I think what happened was that we had these big purchases and 
because they were not in our nominee register, we had not 
received proxy cards from the company and time was short. I 
knew that Lonrho had sent out special proxy cards. So I rang 
Lonrho to ask them, that time was short and, if they had them, 
could they get them to me. They said, yes, they had their own 
specially prepared ones and they would get these around to me 
very quickly. They asked me how many shares we were voting and 
they asked me who we were voting for. I told them we were 
voting for a Swiss bank. He asked me which Swiss bank and I 
said that I was not prepared to disclose that to him without 
authority from my client.... (I was speaking to) Paul 
Spicer .... (who) was sending them around in his chauffeur driven 
car. He was going to collect them and take them to Edinburgh 
for us.... I wanted to get the proxy cards and Edinburgh takes 
longer than the City" . 



Dr Rreke and His Investments 



5.63 I also reflected that it was strange that a German should suddenly 
invest well over £1 million in a British security. Had he done so 
before? Was he able to do so without financial help from someone else? 

I had only his bare statements in a letter, unsupported, untested and 
uncorroborated, giving quite shortly his version and explanations; and, 
after his secretary had said "his itinerary for the first three months 
of next year is still somewhat uncertain" , he had himself written at the 
end of January that: 

" I don't really understand what you want to interview me 

about. I have bought the shares on the recommendation of my 
bank in order to make some money. I still own them and I 
attempt to sell them when the time seems to be ready. In all 
due respect I don't see what else there might be to talk 
about . . . . " 
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Mrs Funaro over the same period was making similar difficulties about 
being interviewed. I wondered whether all the facts I have indicated 
above did not, in the absence of satisfactory explanation from him, 
point towards a sinister involvement. 

5.64 One further matter about which I summoned evidence helped me 
answer that question. A S and W Berisford Ltd ( "Berisfords" ) in 1980 
and 1981 made a series of bids for British Sugar, culminating in one of 
£3.35 per share which lapsed on the 1st July 1981. On the 22nd July the 
Government sold in the market its 24% holding at a price of £3.05. Very 
shortly thereafter British Sugar acquired a new shareholder, Dunlaw 
Nominees Ltd, who bought almost 2,000,000 shares valued at about 
£6,000,000. Following amendment in January 1982 of its articles to 
permit disenfranchisement of nominee shareholders who refused to 
disclose beneficial ownership, British Sugar then made the appropriate 
enquiries. In March 1982 a Dr Joern Kreke, a German, surfaced for the 
first time as the owner. The Swiss bankers involved, who were not Rahn 
& Bodmer, assured British Sugar that the shares were held by him in a 
personal capacity and not on behalf of his company. 

5.65 The board, fighting as it turned out a rearguard action, arranged 
for this large shareholder to lunch with them when he was coming to 
Wimbledon in June. In May 1982 the share price stood at some £5.25, and 
in June it drifted down slightly. In June 1982 Dr Kreke began selling 
and by July the majority of his shares were sold and he cancelled his 
lunch. By the 9th July British Sugar's price had fallen to £4.75 and on 
that day Berisfords announced a bid at £4.70 which ultimately proved 
successful for reasons immaterial to detail here. 
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5.66 The fair inference from Dr Kreke's sale of nearly all his shares 
prior to the last bid is that he was not involved with Berisfords, but 
had bought as a speculator, and indeed was a skilful one who sold almost 
at the top of the market. The only conceivable way his involvement 
could have assisted Berisfords is by his large sale depressing the 
price : but it would require a Byzantine cunning and a dishonesty which I 
am certain was absent for this to have been deliberately pre-planned. 

Dr Kreke's profit on this single transaction, I noted, was more than his 
total investment in House of Fraser. 

Conclusions 

5.67 I have been convinced by the cumulative weight of the evidence I 
have received that the proper conclusion for me to reach about Dr 
Kreke's involvement with House of Fraser is that he was telling the 
truth when he told Mrs Milligan that he bought his 650,000 shares "as a 
speculation" . 

5.68 I am surprised however that a man in such an apparently responsible 
position as Dr Kreke should have felt it appropriate to fail to 
co-operate fully with an official Governmental Inquiry. I should 
perhaps add that in the circumstances he has cause to be grateful to the 
fair-mindedness and public spirit of Mr Willoughby, the finance director 
of House of Fraser, who first informed me of Dr Kreke's involvement with 
British Sugar. 

5.69 The conclusion I have ultimately reached was forming in my mind 
when late in April 1984 a Mr Joehr contacted me, following my earlier 
letters to Dr Kreke in which I had indicated the possibliity of 
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criticism of him, Mr Joehr is a director of Rahn & Bodmer. He told me 



that he had advised Dr Kreke with regard to the purchase of the shares 
in House of Fraser. Dr Kreke visits Mr Joehr every two months or so to 
discuss business. Mr Joehr, who had read of the demerger debate in the 
financial pages of "Neue Zuercher Zeitung", a leading Swiss financial 
newspaper, asked Dr Kreke, for his views, because of his retail 
experience and because he knew him to have English business connections. 
They discussed it over lunch and Dr Kreke became interested, and -then 
instructed him to make enquiries in London about it. Enquiries were 
made of Mr Parnes of Laing & Cruickshank, who was well-known to Rahn & 
Bodmer. He gave advice. Mr Joehr and his colleagues decided, as he put 
it, that: 



how do you say, the risk/reward ratio of the transaction 
was extremely positive by the talk we had. I then reported to 

Dr Kreke over the telephone he said "I have to think it 

over. Maybe I will get some advice". He does have some 
English connections over here from his business. Then he 
called back and asked me to buy .... he decided to buy for 5 
million D-mark worth of stock .... it is a nice order but we 
are used to trading in that size for him" . 



Mr Joehr described to me various financial deals he had conducted for Dr 
Kreke which make it transparently clear that he was a man of very 
considerable means for whom a purchase of the size in this case was not 
at all unusual. I would however have liked to discover whether, and if 
so from whom, Dr Kreke obtained any advice in Britain. 

5.70 I was concerned, after hearing Mr Joehr, as to whether Mr Parnes 
had been frank when he told me, when he first gave evidence, that he did 
not remember if he gave any advice at the time of the purchase. I 
acquit him of that, for Mr Joehr told me he had sought the advice some 
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time before the purchase, he did not indicate whether he was a buyer or 
seller, nor whom was his client, nor the amount to be bought, for he did 
not know that himself. I can understand, in a busy life as a dealer, 
the conversation passing from Mr Parnes ' memory and not being connected 
in his mind to the later order to purchase when I questioned him. 

5.71 The evidence from Mr Joehr, belated as it was, convinces me that my 
earlier feeling that Dr Kreke was a wealthy speculator is correct. I 
have found no connections nor contacts between him and Lonrho, save 
coincidentally that his Swiss subsidiary uses the same premises as Dr 
Renggli and the services of the same firm of lawyers as do Lonrho in the 
tax haven of Zug in Switzerland. I am satisfied that his decision to 
purchase shares in House of Fraser was a private speculation of his own 
and unconnected in any way with Lonrho. 
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MR JACK HAYWARD 



Introduction 

5.72 I now turn to a purchaser of shares in House of Fraser whose 
identity was never in doubt. In June 1983 another shareholder arrived 
on the scene, 545,000 shares appearing on the register in the name of Mr 
Jack Hayward. Mr Hayward duly arrived at the EGM on the 30th June 1983 
and cast his votes in favour of Lonrho. The holding was rapidly built 
up until by August 1983 it reached 2,000,000 shares, and it remains 
currently at that level . 

5.73 It became clear that there were several suspicious features and 
circumstances to which I was obliged, on commencing my enquiry, to 
address myself: 

- the purchases, which took place at prices above 200p, 
required funds in excess of £4 million, representing a very 
substantial investment indeed for any private individual; 

- the purchases began in the critical period prior to the June 
1983 EGM; those made before the meeting, unusually, were made 
for cash in order to effect more expeditious registration; 
considerable efforts were made to ensure that as many shares as 
possible were registered in time to vote; 

- the proxy card lodged by Mr Hayward was delivered to the 
registrar stapled with those of Mrs Funaro, Dr Marwan and Dr 
Kreke, together with instructions on Lonrho notepaper; 

- Mr Hayward controls the Grand Bahama Port Authority and has 
other substantial interests in the Bahamas , where he is a 
resident; Mr Rowland and Mr Hayward had met in connection 
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with the purchase by Lonrho from another company of certain 
hotels and a casino in Grand Bahama; and the Lonrho companies 
are licencees in Freeport of Grand Bahama Co Ltd, which is 
owned and controlled by Mr Hayward. 

I shall now set out the facts as I have discovered them to be. 

The Purchase of the Shares 

5.74 On the night of 5th June 1983, a Sunday, Mr Bonsor, a partner in 
Rowe & Pitman, was telephoned by a friend, Mr Edward St George, from the 
Bahamas. He was instructed to buy 1 million shares in House of Fraser 
on behalf of Mr Jack Hayward. Mr St George has been a close associate 
of Mr Hayward for many years and was acting on his behalf. Rowe & 
Pitman decided next morning that the purchase should be made in the 
market, and consequently 500,000 shares were purchased in the normal way 
for settlement in the future on the next account day. Mr Bonsor duly 
reported the transaction to Mr St George and told him that it had had an 
effect on the market price. It was necessary, since neither Mr St 
George nor Mr Hayward is an active investor on the London Stock 
Exchange, for Mr Bonsor to explain the intricacies of the market system 
to Mr St George, including the machinery of settlement days, with the 
consequent delay in the transfer and registration of rights of 
ownership. Mr Bonsor was instructed that immediate registration of the 
shares was of paramount importance ; consequently he returned to the 
market to change the terms of the purchases to n cash settlement", which 
ensures much earlier transfer within the Sepon settlement system. This 
was duly effected in respect of 475,000 shares, but for the balance of 
25,000 shares the jobber involved refused to amend the transaction, and 
it proceeded in the normal way. 
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5.75 70,000 shares were purchased on the 10th June 1983 for cash 
settlement; 100,000 shares on the 13th June, and on the 14th June a 
further 30,000 shares. At this point, with 700,000 shares bought, 
purchases temporarily ceased, partly because, as I later learned, the 
price had risen so that further shares would have cost rather more than 
Mr Hayward wished to pay, and partly because any further purchases would 
not have been registered in time for the EGM on the 30th June 1983. 
Following the EGM, Mr Hayward instructed Rowe & Pitman to increase his 
holding to 2,000,000 shares and this was effected smoothly between 4th 

July and 4th August 1983, settlement being "on account" in the normal 
way. 

Registration of the Shares 

5.76 The registrars to House of Fraser received several telephone calls 
from Rowe & Pitman relating to the registration of Mr Hayward's shares. 
In response to a query from Mr Morgan of Rowe & Pitman on 24th June the 
registrars confirmed the registered holding to be 545,000 shares. On 

the 27th and 28th June there were further queries regarding the number 
of shares registered. 

5.77 The shares in fact registered in time to be voted at the EGM were 
only the 475,000 shares purchased for cash on 6th June and the 70,000 
purchased for cash on 10th June. The 25,000 shares purchased "on 
account" on 6th June were still lost within the system; the transfer in 
respect of the 100,000 shares bought for cash on the 13th June arrived 
containing an irregularity in the documents relating to the stamp duty 
payable, and necessarily were sent back by the registrar for 
rectification; the 30,000 shares bought for cash on the 14th June also 
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missed the boat so far as registration in time to vote was concerned. 
Consequently Mr Hayward was able to vote only 545,000 shares when he 
attended the EGM in Glasgow, where he expressed forcibly, both to the 
representative of the registrar and to Mr Milligan his dissatisfaction 
at finding that 100,000 shares had been refused registration as invalid 
by the registrar. His undoubted suspicion was not justified by what I 
have found to be the true facts, though these were explained to him at 
the time. 

Proxy Problems 

5.78 Mr Hayward stated to me in evidence that it was not originally his 
intention to attend the EGM, but that he later decided to come in the 
mistaken belief that he would be attending the meeting at some agreeable 
location in London, such as Harrods , rather than the equally agreeable 
but rather more remote City Hall in Glasgow. 

5.79 In mid-June Mr St George, who is Mr Hayward's legal adviser, 
co— director and associate, was in New York with the Prime Minister of 
the Bahamas. Mr St George had previously met Mr Rowland when he and Mr 
Hayward attended lunch in the Lonrho boardroom in about 1980 whilst 
discussing a business venture on Grand Bahama. During the flight the 
Prime Minister intimated a desire to meet Mr Rowland when he was to come 
to London in July for his investiture. The conversation arose because a 
newspaper distributed aboard the plane contained a photograph of Mr 
Hayward illustrating an article about House of Fraser , which Mr St 
George pointed out to the Prime Minister. Their conversation then 
turned to Mr Rowland, and Mr St George was asked to telephone him to 
arrange a meeting in London in July . 
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5.80 So it was that Mr St George spoke to Mr Rowland in the week 
commencing Monday 20th June in order to arrange the appointment. During 
the course of the conversation Mr Rowland, as Mr St George told me, 
enquired as to Mr Hayward's voting intentions. On receiving the to him 
satisfactory reply that he favoured demerger, Mr Rowland offered to have 
proxy forms forwarded to Mr Hayward in the event that he was unable to 
attend the EGM. As a result, Mr John Price, a Lonrho executive in New 
York, telephoned Mr Hayward to enquire whether he had yet received proxy 
forms. It was arranged that Mr Hayward would pick up the forms in New 
York on his arrival there on business a few days later. 

5.81 Mr Hayward in fact told me that he also received the House of 
Fraser proxy forms by airmail immediately prior to his departure for New 
York, and that he took them with him to New York, where he was met by Mr 
Price with a further batch of Lonrho' s proxy forms. Mr Hayward told me, 
when he gave evidence, that he signed both sets of forms, voting in 
favour of the demerger of Harrods. The Lonrho proxies were given to Mr 
Price and sent by him to Lonrho in London. Ultimately these arrived in 
Glasgow at the registrars attached to the proxy forms of Dr Marwan, Mrs 
Funaro and Dr Kreke, and with the covering letter on Lonrho paper. 

The Reasons for the Purchase 

5.82 Mr Hayward and Mr St George came to London voluntarily at my 
request and at their own expense. Mr Hayward gave evidence about his 
assets generally , his investment policy and the reasons he made the 
investment in House of Fraser# As to his assets, and the proportion of 
them that his investment in House of Fraser represented, he told me: 
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n .... in the Bahamas Edward (St George) and I now control the 
Grand Bahamas Port Authority group of companies which includes 
a development company, the airport company, the harbour and the 
power company. ..." 

and that these companies represent a major part of his financial 
interests. But he also maintains a very large portfolio of investments 
which he described, and the size of which he told me. The largest 
investment he holds in his portfolio is valued at approximately US $10 
million. I learned that he has not invested in UK shares to any large 
extent in the past 10 years. Mr St George said: 



"....can I say, I tend to advise Jack in the background on 
these things. I have, for the last 10 years, been discouraging 
him from any English investment because of my view of the 
continued weakness of the £, the fact that most of our income 
is in US dollars and of course with the- exchange control in 
England. We have never really taken that much of *an interest 
and Jack has been champing at the bit to get involved back in 
England. After the Falklands War he fell in love with Mrs 
Thatcher. ..." 



Some confirmation of Mr Hayward's previous lack of interest in the 
London Stock Exchange is provided by his evident astonishment at the 
relatively leisurely pace with which shares are bought, sold, paid for 
and registered in Britain. Also Mr Bonsor of Rowe & Pitman said to me: 



"Mr Hayward, I understood is not an active purchaser of shares 
in the UK market. Therefore, I found myself in a position of 
having to explain to him the ins and outs of the jobbing 
system. " 



5.83 It is clear, therefore, that the purchase of House of Fraser shares 
represented something of a change in Mr Hayward's investment strategy. 

I was accordingly very interested to discover the reasons underlying 
this change, and exactly why he had decided to invest in House of 
Fraser. Mr Hayward's interest in House of Fraser was first aroused, he 
said, in March/April 1983 upon reading comment in the financial press on 
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the House of Fraser situation. At this point he asked the man upon whom 
he relies for investment research and advice, Mr de la Rue, a fellow 
director and his financial controller, "to look into it". After 
researching the matter, Mr de la Rue reported that in his view demerger 
was likely to realise a profit and that, even if it did not, House of 
Fraser's asset position was such that the downside element was not 
great . 



5.84 I asked Mr Hayward to tell me which were the particular press 
articles which had aroused his interest. He remembered and identified 
in particular an article in the "Sunday Telegraph" of the 15th May, 
which is set out in paragraph 5.122 and a further article in the 
Sunday Times" . Whilst X am satisfied that Mr Hayward read these 
articles, they could clearly not have been those which originally 
stimulated his initial interest in March/ April 1983. There then 
followed several answers which in my opinion illuminate Mr Hayward's 
motives most clearly: 



Q. Then what did Mr de la Rue tell you? A. He thought it was 
"a good punt". Q. On what basis? A. On the fact that it was 
a demerger and they split the shares - Harrods and House of 
Fraser - he thought the shares might even go to 300. Q. How 
did he work that out? A, (Mr Hayward) I do not know. He is 
quite an expert. He has never let us down yet, has he? We 
have never had a loser on his advice. We might have come out 
even, but he is fairly good. (Mr St George) I think the way we 
worked it out was if the demerger did not go through it could 
sink to about 200 and was likely to. If it did go through 
Harrods would have a lot of glamour, House of Fraser would have 
a lot of asset value on property and they would go to 300. We 
looked at it as a downside risk of virtually nil and an upside 
potential of 50% on the investment. So far it has proved 
pretty good". 



However, although it may have been "a good punt", Mr Hayward did not in 
fact buy until after the EGM on the 6th May 1983 and the subsequent 

- 12 8 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



"Slater Tip" article: 



"Q. Can I again go back. In March/ April you decided this was 
"a good punt ?" A. (Mr St George)" No it looked like a good 
punt but we did not go into it then" .... (Mr St George) ... .it 
did not come to our attention really again until May, when the 
meeting took place". Q. But having read this and decided it 
was a good buy ...." A. (Mr St George) No, a good punt if* 
demerger goes through. I did not think it would go through in 
May. I thought it would be 60/40 or something like that. Q. 
So you both rejected the idea of investing at that stage 
despite thinking it would go up on demerger? A. (Mr St 
George). Yes. The real thing that drew it forcibly to our 
attention was the narrow margin by which it had been defeated 
in May . " 



5.85 I believed Mr Hayward and Mr St George's evidence on this and other 
points, and it seemed to me entirely credible. Once it is accepted that 
Mr Hayward was a speculative "punter" , his subsequent actions seem to me 
easily explicable, and consistent. Mr St George illustrated the point: 



"....Richard Bonsor then said you probably will not get these 
shares to vote for about six weeks or two months. I could not 
understand that because the American practice is that in five 
days you have to pay for the shares and you get the delivery, 
or there is a default, which is a very serious business in 
America. You are listed as a defaulter on the Exchange. We 
had a long argument about this and I said "I have never heard 
of anything so anachronistic — that you may not get your shares 
physically for two or three months". He said "If you want them 
for the meeting you have to buy for cash". I said "What 
difference does that make?" and he said "Well, you have to pay 
for them". I said, "Well, when you buy one is always ready to 
pay for them". He said: "If you are ready to buy for cash, I 
will buy them for cash", which he did. Q. Was that because you 
were not prepared to wait six to eight weeks to get them? A. 
(Mr St George) "No, we wanted to buy the shares to vote at the 
meeting". (Mr Hayward) Obviously thinking that demerger was 
the thing to do to push the shares up, we wanted to vote. 
There was no point in buying the shares and waiting for the 
meeting this year, 1984. When was the meeting? 30th June was 
it not? We had not quite 1 million at that day. Q. You bought 
700,000. A. (Mr Hayward) Yes, which we could not vote 100,000 
because of Mr Milligan". Q. Having had that discussion with Mr 
Bonsor and having arranged to buy for cash am I correct that 
the reason you wanted to buy for cash was in order to be 
assured of voting? A. (Mr Hayward) Yes." 
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Once Mr Hayward 1 s stance is accepted, then his actions in seeking at all 
costs to vote his shares for the EGM lose any sinister connotation. 
However, even accepting Mr Hayward’s explanations, there still remains 
the question of Mr Hayward's alleged connections with Lonrho or Mr 
Rowland himself. What part, if any, did these play in his involvement 
with House of Fraser? 

Connections with Lonrho 

5.86 I questioned Mr Hayward about his business relationship with Mr 
Rowland and Lonrho. I was particularly interested in the recent 
acquisition by Lonrho of a casino in Grand Bahama from the US-based 
Resorts International group, and to discover what part, if any, Mr 
Hayward or Mr St George played in it, and in the meeting between Mr 
Hayward and Mr Rowland in 1979 or 1980 following the acquisition by 
Lonrho of a 50% share in the two hotels on Grand Bahama. 



5.87 Mr Hayward and Mr St George had this to say concerning the casino: 



"Q. On Grand Bahama I am given to understand that Lonrho have 
recently taken over a casino from, I think, an American group? 
A. (Mr Hayward) Resorts International, yes. Q. Are you in 
any way involved in that organisation - the casino - or 
anything to do with it? A. (Mr Hayward) No, not one bit. Q. 
Or your companies? A. (Mr Hayward) No. Q. Or Mr St George, 
your companies? A. (Mr St George) One company that we own is 
the Grand Bahamas Port Authority, where the proceeds of the 
company are used to maintain the roads - the licence fee. This 
company collects licence fees from everybody doing business in 
Grand Bahama and it does collect a licence fee from the casino 
company, which amounts to 1 dollar per annum." 



I then asked about the two hotels now owned by Lonrho: 
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"Q. "You have explained about the casino and Lonrho. Do you 
have any connections, business or otherwise, with Lonrho or its 
senior members? A. (Mr Hayward) Well I do not own any Lonrho 
shares but, of course, they own the two biggest hotels in 
Freeport, they are part of Freeport. They are licensees. Q. 
How long have they owned those? A. (Mr Hayward) They bought 
a 50% interest, I should say 5 or 6 years ago. Then recently, 
about 18 months ago, they have bought another 50%.... Q. But 
you have no direct business connection with them? A. (Mr 
Hayward) No, and we have no shares in them. (Mr St George) 
Again, the hotels pay a nominal licence fee." 



5.88 The hotel purchase by Lonrho had given rise some years before to 
the first meetings between Mr Hayward and Mr Rowland. This meeting took 
place about the time Lonrho bought its initial 50% investment in the 
hotels : 



"... (Mr Hayward) It must be three or four years ago. It was 
then they bought their 50% and were debating whether to buy the 
other 50%. Edward and I were invited to lunch at the 
boardroom. All we discussed was the future of Grand Bahama and 
so on - whether they should buy the extra 50% ..." 



When pressed for a date, the consensus was that it was in or around May 
1980, and Mr Hayward answered specifically that House of Fraser was not 
even remotely a topic of conversation- at the first meeting. 



5.89 Mr Hayward told me that he next met Mr Rowland on about the 7th 
August 1983, that is after the date of his last share purchase, when Mr 
Rowland was returning via Grand Bahama from Mexico where he had visited 
some Lonrho hotels. Mr Hayward said that at this meeting he for the 
first time put forward his views on forming a middle group of 
shareholders uncommitted to Lonrho or to the board of House of Fraser. 
Mr Hayward has since continued these efforts, but as I have pointed out 
elsewhere in my report, I do not consider the various subsequent 
activities of this sort which have taken place to be relevant to the 
matters into which I have been charged to enquire. 
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Conclusions 



5.90 1 accept the evidence of Mr Hayward and Mr St George as to the 
connections and relationship between themselves, Mr Rowland and Lonrho, 
the substance of which Mr Rowland and Mr Dunlop later confirmed. I 
have, despite making enquiries, discovered no other evidence connecting 
Mr Hayward and Lonrho, though there has been considerable gossip in the 
press and elsewhere that some connection exists in relation to the 
Bahamian casinos. In these circumstances I accept that, as in the case 
of Dr Kreke, there is no connection between the parties other than the 
vestigial and immaterial connections which 1 have described. I note in 
particular, and accept, the evidence that Mr Hayward and Mr Rowland did 
not meet or speak between 1979 or 1980 and August 1983, being a date 
subsequent to his investment in House of Fraser. 

5.91 I consider that the testimony of Mr Hayward, who impressed me as 
being an honest, straightforward, if somewhat blunt witness, assisted by 
the recollections of his associate Mr St George, lays to rest the 
initial suspicion arising from the circumstances surrounding Mr 
Hayward's purchase of his shares. I am satisfied that there is no 
sinister relationship underlying the geographical coincidence of 
Lonrho 1 s and Mr Hayward's investments on Grand Bahama. Mr Hayward said 
he was, and he has in my opinion proved himself to be, one of those men 
fortunate enough to be in a position to back their own judgement and to 
invest over £4 million in "a speculative punt". 
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DR MARWAN AMD MRS FUNARO 



5.92 I must now report what my investigations have revealed about Dr 
Ashraf Marwan and Mrs Adriana Funaro. It is convenient to consider 
their cases together because of the various similarities and connections 
that exist between them. 

More Buyers from Abroad ? 

5.93 In May 1983 these two new private shareholders bought very large 
holdings indeed; they did so, like Dr Kreke and Mr Hayward, against the 
background of what was expected to be a close vote on the two demerger 
resolutions at the EGM on the 30th June. Renewed canvassing of 
institutional and private shareholders by both sides was again in full 
swing - in many cases, as several shareholders told me, to their 
annoyance, boredom or even anger. 

5.94 The two holdings were bought using the same stockbrokers, Strauss 
Turnbull & Co. , who between the 19th and 23rd May purchased for them 2 
million and 1 million shares respectively. The market price at the time 
was around 200p. The beneficial owner of the larger holding turned out 
to be Dr Ashraf Marwan, and of the 1 million shares an elusive lady 
named Mrs Adriana Funaro. Each holding was in due course voted in 
Lonrho's favour at the June EGM. Instructions to purchase Dr Marwan* s 
shares were given by Credit Suisse from Zurich; in Mrs Funaro *s case, 
also, they were from abroad, given by Compagnie de Gestion from Nyon, in 
Switzerland. 
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Suspicious Features 



5.95 A number of suspicious features and circumstances, some of which 
on full inquiry turned out to be innocently explicable, gradually became 
apparent in respect of each of these transactions. These, in summary, 
were : 

- the purchases cost some £4 million and £2 million 
respectively and so were very large for private, or indeed even 
for corporate , investors ; 

- they were made at a critical time in the Harrods demerger 
dispute when, after the close vote in May, the transfer of a 
small proportion of votes at the June EGM would be likely to 
alter the result; 

- Dr Marwan and Mrs Funaro both bought via banks abroad, and 
gave addresses in Monte Carlo and Genoa respectively to* section 
74 inquiries made by House of Fraser, although both in fact 
have London addresses and connections ; 

- each proved to have had connections in the past with Lonrho: 
Dr Marwan between 1980 and 1983 as its partner in a business 
venture; Mrs Funaro because her two brothers-in-law, Mr 
Mohammed Al-Fayed and Mr Ali Al-Fayed, were respectively a 
director of Lonrho and his alternate, in 1977 and 1978, and the 
former in 1983 was in business negotiation with Mr Rowland; 

- Mrs Funaro registered the shares in her maiden name rather 
than using her married name of Al-Fayed; 

- in both cases unusual efforts were made to ensure that the 
shares would be registered in time to vote ; 

- the proxy cards lodged by each were delivered to the 
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registrars stapled together with those of Mr Hayward and Dr 
Kreke, together with instructions on Lonrho notepaper 
(paragraph 5. 52) ; 

- instructions to purchase the two holdings were first given to 
Strauss Turnbull on the 17th and 19th May 1983 respectively; 
seven months later on the 19th December these brokers received 
on the very same morning instructions on Mrs Funaro's behalf to 
sell her entire holding of 1.2 million shares at market price, 
followed shortly thereafter by confirmatory instructions from 
Credit Suisse on Dr Marwan's behalf to purchase up to 1.85 
million shares at slightly over market price - so Mrs Funaro’s 
block, bought on the same day as Dr Marwan had commenced 
buying, and voted alongside his, when sold ended up in his 
portfolio . 

The Purchase of the Shares 

5.96 I intend now to set out the facts as I have discovered them to be, 
but before doing so wish to emphasise that all those bankers , 
stockbrokers and other persons who revealed confidential matters about 
their clients in evidence to me were forced to do so by reason of my 
statutory power; they were not volunteer witnesses. 

Mrs Funaro 1 s Purchase 

5.97 Mr Searle of Strauss Turnbull was telephoned late on the 17th May 
1983 by Mr Jaeggi of Compagne de Gestion from Nyon, with whom he had 
done business in the past . He was instructed to purchase 1 million 
House of Fraser shares at up to 200p ; he was not informed of the 
client’s name. After first unsuccessfully bidding a corporate holder, 
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it was decided to put the order into the market and 200,000 shares were 
bought that night at 1.98p. Instructions were given to register the 
shares in the name of Banque Beige (Nominees) Limited. On the 18th May 
the remainder of the order was consummated: very efficiently, without 
much disturbing the market price, 1 million shares had been bought in 
some 24 hours. Three months later, on the 16th and 19th August, a 
further 200,000 shares were similarly purchased for Mrs Funaro. 

5.98 On the 1st June Banque Beige contacted Strauss Turnbull and asked 
them to assist in changing the registration into the personal name of 
Mrs Funaro, which they did. I suspect, despite an absence of clear 
evidence, that this may have been connected with the financing of the 
purchase . 

Dr Marwa^s Purchase 

5.99 On the 18th May, the day Mrs Funaro 's initial 1 million purchase 
was completed, Dr Ashraf Marwan out of the blue telephoned Mr Derek 
Strauss, a senior partner of Strauss Turnbull and invited him to come 
and see him, saying Credit Suisse, Geneva, had recommended him. Mr 
Strauss and Mr John Searle met him at 5 pm that evening at his office in 
Piccadilly. Dr Marwan said he was interested in buying 2 or 3 million 
House of Fraser shares. Mr Strauss tactfully explained that in view of 
the amount involved, and as he was a new client, he would require to 
receive his instructions from Credit Suisse, against whom he would then 
have recourse. 

5.100 On the 19th May Credit Suisse by telephone instructed Strauss 
Turnbull to buy 1 million shares, and later, as progressive buying was 
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reported back to them, they increased the order to 2 million shares. 
After an abortive approach to see if Lonrho possibly were sellers, 
Strauss Turnbull again decided to go into the market. They bought 
100,000 shares on the 19th, 900,000 the next morning and on the 20th and 
21st May a further 750,000: by close of business on the 23rd May they 
had completed the order from Credit Suisse. Strauss Turnbull were asked 
to register the shares in the name of their own nominee company, but 
refused because of Mr Derek Strauss's firm intention, as a broker, to 
remain neutral in the Harrods demerger dispute and not even to appear to 
take sides. The shares were then registered in Midland Bank (Overseas) 
Nominees Ltd. 

The Agitation over Registration 

5.101 The registrars to House of Fraser, the Clydesdale Bank, explained 
to me that normally they up-date that register fortnightly, but that in 
view of the controversies at both meetings in 1983 they ensured that, 
apart from a few holdings where the documentation received was not in 
order (which happened to include some of Mr Hayward's shares) all 
transfers received up to 48 hours before those meetings were registered 
and enabled to vote. They told me of several enquiries made to them 
about the registration of these two holdings which revealed a 
considerable and unusual anxiety to make sure that they would be able to 
vote. As already mentioned, House of Fraser had instructed the 
registrars to record and report to them any unusual requests, and these 
reports, taken with other matters which they learned, not surprisingly 
in the circumstances created suspicion in the mind of House of Fraser 
which led them to make further enquiries. 
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5.102 I now set out in chronological sequence evidence I have received 
from several different sources. I consider this evidence to be 
reliable, especially as most of those concerned were able to remind 
themselves of dates and what had been said from notes made at the time. 

Dr Marwan's Holding 

5.103 His 2 million shares had been registered in the name of Midland 
Bank (Overseas) Nominees Ltd ("Midland") . On 8th June Mr Newton of 
Midland was telephoned from Zurich by Mr Lendenmann of Credit Suisse. He 
was told it had been intended to register the holding "in the client's 
name", and was asked if it was possible for the latter to attend the AGM 
personally. Mr Newton was told that "the client" was not living in the 
UK (though in fact he was); and accordingly he advised it was unlikely 
that all the necessary steps to change the registration could be taken 
in time. He at once telephoned Mr Milligan at House of Fraser to ask 
whether the shares could be registered in time to vote, and on the 9th 
June similarly enquired of the registrars. Mr Newton then reported back 
to Mr Raber of Credit Suisse, for Mr Lendenmann had now been summoned to 
his military service. 

5.104 On the 21st June Credit Suisse telexed instructing Midland to vote 
the 2 million shares in favour of demerging Harrods. Mr Newton 
despatched a proxy card to that effect which was received by the 
registrars on the 23rd June. Within 10 minutes of its receipt, Mr Ramus 
of Midland telephoned to say it had been sent in error as his client 
wished to attend and vote in person; he requested that the registration 
of the proxy be delayed. Mr Mitchell, of the Clydesdale Bank, pointed 
out that if so the client would need a special letter of representation. 
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Later the same day Mr Ramus again telephoned, requesting the return of 
the proxy card, saying he would send "another card with Mr Rowland's 
name on it". On the 24th he rang to say the EGM card should stand, but 
that he would send another to cover the AGM. 

5.105 This unusual, and when viewed through the eyes of House of Fraser 
suspicious, exchange occurred because Dr Marwan on the 23rd June had 
telephoned Mr Newton of Midland to say he was Credit Suisse's client and 
that : 

"....he wanted to cancel the proxy and to issue a new proxy in 
favour of Mr Rowland." 

Midland told him they could only accept instructions from Credit Suisse; 
the latter rang 20 minutes later to say Midland were to accept orders 
from Dr Marwan; that was why Mr Ramus telephoned the registrar. That 
afternoon at 3.35 pm Mrs Shawki, Dr Marwan 's secretary, arrived at 
Midland and left copies of proxy cards for both the AGM and EGM for 
Midland to complete and forward. Next day, the 24th June, they received 
a telex from Zurich instructing them to issue proxies "in favour of Mr R 
W Rowland failing whom Mr R F Dunlop", and authorising delivery of the 
cards to Dr Marwan, who called later that day and obtained the AGM proxy 
card for which he signed a receipt. He expressed concern as to whether 
the EGM proxy had yet been received by the registrars. 

Lonrho's Proxy Involvement 

5.106 The next significant occurrence was a phone call on Monday 27th 
June from Mr Pearce, Lonrho's company secretary, to ask Midland whether 
a receipt for the EGM proxy had yet been received from the registrars 
"as the Royal Bank of Scotland (Lonrho's Glasgow agent) could give him 
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no confirmation that the registrars had received our proxy". He asked 
if Midland would fill in another proxy and was told they would do so 
only if their "Swiss principals" so ordered; Mr Pearce revealed that he 
knew this to be Credit Suisse. It seems to me that the source of Mr 
Pearce's information must have been communications from Dr Marwan to 
Lonrho. At midday a messenger from Lonrho brought around a fresh EGM 
proxy card, and, after getting permission from Mr Raber, Midland 
completed and gave this to Lonrho. At 2 o'clock Dr Marwan telephoned to 
ask if they had yet spoken to Zurich. At 3 o'clock Lonrho called and 
collected the fresh proxy card on which Mr Regruto wrote: "this proxy 

supersedes that previously issued in respect of the same 2 million 
shares . It was this card that ultimately was received by the 
registrars stapled to those of Mrs Funaro, Mr Hayward and Dr Kreke. Mr 

Newton assured me that "this sort of to— ing and fro— ing was highly 

unusual", and indeed unique, in his 23 years experience in the field. 

Mrs Funaro ' s Involvement 

5.1.07 The circumstances surrounding the anxiety to be sure that Mrs 
Funaro s shares would be able to vote were by comparison relatively 
straightforward. On the 6th June Mr Stannard of Banque Beige (Nominees) 
Limited, in whose name the holding was registered, telephoned the 
registrars to inform them that the shares were to be transferred to Mrs 
Adnana Funaro, though this would involve no change in the beneficial 
ownership. He enquired whether the shares would be registered in time 
to vote. Mr Hardy, after checking, phoned back to affirm all these 

matters and to say that Mrs Funaro would be forwarded the proxy 

documentation as requested. He subsequently sent to her as promised the 
documentation and proxy card produced by House of Fraser. Finally, at 
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11 am on the 28th June, as already described above, the registrars 
received Mrs Funaro's proxy card stapled together with Dr Marwan's, Dr 
Kreke's and Mr Hayward’s, and with the message on Lonrho notepaper 
( paragraph 5.52). 



5.108 I was initially unable to discover how Mrs Funaro's proxy card 
came into the hands of Lonrho, for all the directors involved in 
canvassing denied any knowledge of her at all, and Mr Pearce, the 
company secretary said to me: 



"....I personally have never had any contact with her. 1 first 
learned her name following the "Sunday Times" article in June 
....(and when it) appeared on the Section 74 register at House 
of Fraser. Q. When her proxy card came in, as I understand it 

out of the blue as it were A. Yes Q. Did you not make 

enquiries to find this influential and helpful supportive 
shareholder, or to contact her, or even to say thank you? -A. 

I did not, no. Q. Did anyone? -A. I do not know.. ..Q. I 
understand that either her husband or brother-in-law, I am not 
sure which, was a director of Lonrho.... I find it in a sense 
(surprising) against the.... splendidly competitive atmosphere 
within your department and with all the directors phoning 
around, with this very important, in newspaper terms 

sensational, topic going on, a big vote comes in (and in any 
terms 1 million shares is -a substantial holding) and nobody 
asks who this woman is.... -A. Obviously a card like that is 

received with much glee When I went to see various 

directors with the daily proxy report I do not recall 
anyone.... saying "Oh, who is she?", to me." 

A cynic might be forgiven for wondering whether the explanation for this 

total lack of curiosity was because someone already knew whom she was. 



Section 74 Enquiries 

5.109 Other suspicious features emerged from the enquiries made by Mr 
Milligan under section 74 of the Companies Act 1981. The buying orders 
had been placed by foreign banks, so that he had some difficulty at 
first in establishing who were the beneficial owners. Midland on the 



- 141 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



6th June replied to him identifying Credit Suisse but saying: 



"We regret we are unable to indicate the nature of the 

above-named interest." 

On the 16th June, after further enquiries and the threat of 

disenfranchisement, Credit Suisse telexed and identified "Dr Ashraf 
Marwan : 44 Boulevard d'ltalie, Monte Carlo" as their client, as it 
transpired after first consulting him. So Mr Milligan wrote to him at 
that address, receiving on the 23rd June a letter from Dr Marwan 

averring that he alone had an interest in the shares , and that no 

agreement contrary to section 67 existed. 

5.110 Mr Milligan noticed, as he showed me, that the letter was on blank 
paper with the typewritten heading "Monte Carlo: 21st June 1983", but 

that the postmark on its registered envelope read "Trafalgar Square P 0, 
WC2". Enquiries made by the company showed the premises at 44 Boulevard 
D'ltalie to be "a modern high-rise block of flats comprising mainly 
holiday and residential apartments". Further detective work revealed Dr 
Marwan to have an office in Piccadilly as well as a home in Carlton 
House Terrace where, as he told me, he resides some five months of the 
year. Why then, Mr Milligan and others wondered, was his Monte Carlo 
address given for an English shareholding, and why was his letter 
addressed from there but posted in London ? Was the use of that address 
part of a plan to conceal his identity, a plan thwarted by the threat of 
disenfranchisement ? 

o.lll Following receipt of Dr Marwan ’ s letter, House of Fraser made 
further enquiries both in Egypt and in Switzerland. They were informed 
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by an accountant practising in Egypt that Dr Marwan and El Sara, a 
Lonrho subsidiary, were each named in the company registry there as 
part-owners of a transport company named Ismailia Transport. I later 
obtained evidence that Sheikh Nasser al Sabah of Kuwait also thought 
this to be the case. Both Dr Marwan and Mr Rowland denied on oath that 
there was any such connection. The British Embassy, who made enquiries 
on my behalf, failed to gain access to the confidential portion of the 
register, though the accountant previously mentioned confirmed what he 
said he had seen there. The significance of El Sara was that Dr 
Renggli , whose name had surfaced in connection with Dr Kreke, was named 
in company documents filed in Switzerland as their administrator. 

5.112 I have not in the end found it necessary to resolve this conflict 
of evidence because, in view of other admitted connections between 
Lonrho and Dr Marwan, it is no longer important to establish a 
connection through Ismailia Transport; its only remaining relevance 
would have been upon the issue whether Dr Marwan and Mr Rowland were 
truthful witnesses . 

5.113 To complete the story, on the second occasion of the four when Dr 
Marwan gave evidence, (9th, 15th, 21st December, 1st June 1984), he 
volunteered that because I had questioned him about El Sara - any 
connection with which he had denied - he had at once contacted both Mr 
Rowland and Mr Roushdi Sobhi. They reminded him that the lease of his 
office in Piccadilly had been bought from El Sara in 1980 by the company 
of which he is chairman. He then remembered, he told me, that Mr Sobhi, 
a close family friend, who knew he needed a London office had told him 
that El Sara wished to sell its lease. 
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Lonrho’ s Association with Dr Mar-wan 



5.114 Dr Marwan, a son-in-law of the late President Nasser of Egypt, 
served between 1971 and 1978 in senior positions in President Sadat's 
private office, including Secretary for Arab and African affairs; he 
became subsequently, until 1978, chairman of the multinational Board of 
Arab Industrialisation. It was in these roles, introduced by Mr Sobhi, 
that he first met Mr Rowland; subsequently they visited together various 
heads of state and senior officials in the Arab and African world 
because, as Dr Marwan told me: 

"Politics is in my blood and I can state that politics is in 
the blood of Mr Rowland. We had this political relationship 
until 1979." 

5.115 I discovered that in 1980 Dr Marwan had become a partner with 
Lonrho when he purchased from Mr Roushdi Sobhi 40% of the equity in 
Tradewinds Air Holdings Ltd, a cargo airline in which Lonrho owned the 
balance of the shares. The venture did not prosper swiftly or at 
all, and by March 1983 the partners were exchanging lawyers' letters 
about the recapitalisation and restructuring of the company. Dr Marwan 
then proposed, I believe as a negotiating tactic, to sell his holding to 
a Libyan whom he knew to be totally unacceptable to Lonrho for 
commercial and licensing reasons. He told me that swiftly thereafter 
the matter was concluded: 

"at the end of April, early May, 1983 I had a call from Tiny, 

the first one for three years; he said, "We would like to 

meet to solve that problem over Tradewinds" . 
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5.116 They met before lunch in the Ritz on the 10th May 1983; Mr Dunlop 
attended the meeting but did not remain for lunch. The dispute was 
resolved by the sale of Dr Marwan's shares to Lonrho, at a considerable 
loss to him. 

Dr Marwan's Wealth 

5.117 Dr Marwan is, as I confirmed from various sources, a man of very 
considerable wealth. Since 1978 he has invested in real estate, banking 
and other ventures in a number of countries. He told me that in the 
summer of 1983 his cash resources available, "not my net worth, beyond 
any other investments or shares or anything, just cash", was US $20 
million, though on an earlier occasion when I had asked his total wealth 
"your companies, your money, your property, everything", he had put this 
at the same figure. The difference is material, for if his total worth 
were some US $20 million, then his investment in House of Fraser of over 
£4 million would form a surprisingly large proportion, about one-third, 
of his total fortune. I noted too, _when I asked him to tell me of his 
other large quoted investments, that this one was more than double the 
size of any other. 

5.118 His bankers would have known the facts, but Dr Marwan refused my 
request that he permit Credit Suisse to give evidence to me on this and 
other matters. He did, however, obtain from them a letter which he gave 
to me stating that: 

"these 2.15 million shares were partly purchased against 
overdraft facilities granted to you by our bank, fully secured 
by your (various) holdings" and that "the overdraft was fully 
repaid on the 29th July and subsequent purchases have been paid 
for by reducing existing fiduciary deposits in £s". 
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I am satisfied that Dr Marwan* s wealth is such that the size of his 



purchase, though very large, was well within his financial resources and 
so not a source of suspicion; he would not have required financial 
assistance to make it. 



Financial Advice 

5.119 I was interested to discover whether before making this very large 
investment Dr Marwan sought any financial advice. As to this, I asked 
Mr Derek Strauss whether Dr Marwan had sought any advice from him, and 
he told me: 



He did say to me, "What do I think of it?" and I said, "I 
really have not got a clue, because by then I had seen this 
other million shares going through .... "There is an awful lot 
of activity and press comment about the House of Fraser/Harrods 
situation, but we are not specialists in this particular thing 
and I really do not know" . We were a little surprised that 
there were two people basically dealing in the same stock from 
Switzerland at the same time." 



When he gave evidence on the 1st June, Dr Marwan said: 



"....I met Derek Strauss after I ordered my bank to buy the 
shares. I met him after, just to ask him the asset value of 
House of Fraser, to ask him what the possibility is of 
bids.... and to brief me about what is going on.... he told me, 
"it is a good buy. It is quite a hell of a battle between the 
two camps.... you could ask me here Mr Griffiths, "before giving 
the order to buy you could have made some research", but this 
is my own way of doing business and it' is up to me....Q, Did 
he tell you about the asset value? -A. Yes. Q. What did he 
say? -A I think, as far as I remember, 356 or 346, something 
like that" . 



I also asked Mr Strauss and his colleagues whether, either then or 
later, Dr Marwan had ever indicated why he had made his investment, for 
this might have been a pointer towards the truth. Mr Strauss said: 
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"I did not feel that it was my place to ask him about it; to be 
blunt, I thought it would be an impertinent question, 
particularly as I had asked him not to register them in Strabul 
Nominees Limited, because I did. not want to get involved." 



The other independent source whose evidence might have assisted me on 
these matters would have been Credit Suisse. I have not had the benefit 
of receiving evidence at first hand from them because Dr Marwan, as I 
have explained, refused my request to release them from their duty of 
confidentiality; and unfortunately Swiss law, in the absence of proof of 
the probable commission of certain criminal offences, prevented them 
from cooperating even with an official enquiry set up by a friendly 
Government, as was confirmed by the Swiss authorities response to the 
rogatory letters (when finally issued) . 



Discussions about House of Fraser 



5.120 Dr Marwan has had a long association with Mr Howland. He lunched 
alone with him on 10th May 1983 after they had settled their differences 
about the Tradewinds airline. The important vote about the demerger of 
Harrods had taken place only four days before, on the 6th May, in a 
blaze of press publicity, as I would expect Dr Marwan, in view of his 
amazingly wide reading, to know: 



"What I understood (last time) was, "what financial paper I 
read ?". My answer was "Financial Times, Wall Street Journal, 
Herald Tribune". These are the financial papers I read, but 
every day I read about 30 newspapers and magazines and here is 

a list of them .Q. Presumably you do not read them every 

day? A. I am a politician. Q. All these? -A. For four or 
five hours". 



Dr Marwan told me in evidence that he first instructed Credit Suisse to 
buy two days before meeting Mr Strauss, that is on the 17th May. I was 
interested, therefore, to discover whether, on the 10th May, over lunch, 
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the conversation between Mr Rowland and himself, turned at all to the 



affairs of House of Fraser. They had not become estranged over the 
Tradewinds dispute, for I learned from Mrs Shawki, Dr Marwan's 
secretary, that they had spoken on the telephone some five times between 
May and December 1983; Dr Marwan told me, as Mr Rowland confirmed, that 
in the same period they had met half a dozen or so times; and in 
December Mr Rowland had sought his help to find a buyer for a particular 
project. 



5.121 Did they then speak at all at that lunch about House of Fraser, a 
subject on which, as not only his own but other evidence too made 
crystal clear, Mr Rowland might fairly be said to be a compulsive, or 
even perhaps an obsessional, talker ? Dr Marwan said, on the 10th 
December, that: 



"The first time we talked about House of Fraser was about the 
20th June after my name was mentioned in the newspaper. He 
called me and said "Why did you not tell me?", because we met 
two or three times before. I told him "Tiny, we agreed when we 
met at the Ritz to finish that damn thing Tradewinds, better to 
stay friends and never do business and we are not going to do 
business together". We met once, I think, after that. He said 
"Are you going to sell your shares?" I said "My shares are for 
sale at (the price given). I am just in and out for good 
profit." If you, Mr Griffiths, ask me "Why did you buy the 
shares?", I would say the same thing. It was a speculation. 

He then went on to give, as he said, his reason for the purchase: 

There was an article In the "Sunday Telegraph" It says 

that if someone bought 1 million shares they could make some 
25% or 50%. I was a little bit greedy, I bought 2 million 
shares. Here is a copy of what was published (same handed to 
Mr Griffiths ) . . . ." 

..... Q. Can you explain to me what led to you buying the 2 
million shares, apart from the article in the "Telegraph"? -A. 
Mr Griffiths, I swear on my Bible, which means a lot to me - 

this is the only reason That is the only reason - nothing 

less and nothing more. Excuse me for saying it, but a man in 
my position is not going to do silly things like that, because 
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I do not need it ....Q. Did you not discuss the purchase with 
anyone at all? -A. No, not anyone at all. Q. On the basis 
of one article in a newspaper you invested over £4 million? 
-A. Yes. Q. That is about 20% of your fortune? -A. Yes, Mr 
Griffiths, for one reason. As far as I am concerned, I 

consider there is one Buckingham Palace in England and there is 

one Harrods in England If you buy a company of which 

Harrods is one of the main assets, you cannot lose. It is 
exactly like in the oil business .... Harrods for me is a 
proven production well. You cannot lose with it. Q. What was 
your motive in buying? -A. Just quick profit." 



Mr Jim Slater's Tip 

5.122 The photostat of the article handed to me there and then by Dr 
Marwan, which I preserved and kept, had been published in the City pages 
of the "Sunday Telegraph" on the 15th May 1983 and, in its entirety, 
read: 



SLATER'S TIP 



Jim Slater passes on this idea for making money for free. It 
is called Tip-the-Scales Investment Trust - and it cannot go 
wrong . 

What it does is this. It makes one investment: a million House 
of Fraser shares. Cost £1.86 million. It then turns up at the 
annual meeting in June and votes them in favour of the demerger 
of Harrods . 

This is enough to tip the balance in favour of Lonrho's 
resolution (at least it was last weekend). 

With Harrods demerged, the share price rises to, say, 250p; you 
sell and move on to the next tight take-over bid. 

After Dr Marwan handed me this article and told me that it had been the 
sole reason for his decision to buy, I wondered whether Mr Slater's name 
had influenced him. The following exchange took place: 



Do you know him (Mr Slater) ? -A. No. Q. You have never 

heard his name ? -A. No, I do not think so. Q. If you did not 
know who Mr Slater was, merely four short paragraphs to invest 
£4 million - it seems unusual -A. Why ? Last week I invested 
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over £1 million. .. .against the advice of everyone, even against 
the advice of my broker...." 

5.123 Mr Ivan Fallon, then city editor of the "Sunday Telegraph", had 
demonstrated by articles in his newspaper an affinity with and support 
for Lonrho and its cause on Harrods demerger. I learned that not 
infrequently Mr Rowland and Mr Fallon lunched together or met or spoke. 

I confess I wondered whether the idea behind the article quoted above 
might have originated somewhere in Lonrho, for it was clearly at this 
crucial time most helpful to their cause. I was struck too that not 
only did Dr Marwan give it as his sole reason, but also Mr Jack Hayward 
and Mr Ali A1 -Fayed, Mrs Funaro's brother-in-law, in their evidence at a 
later date mentioned it as one of the factors which had stimulated both 
their purchases too. 



5.124 I therefore took evidence from Mr Jim Slater. He was a guest in 
May 1983 of Mr Fallon at one of his regular lunches to which both 
journalists and businessmen are invited. Mr Slater told me he had 
never, whether beneficially or otherwise, owned shares in House of 
Fraser; he was interested by the growth in America of the practice of 
arbitrageurs taking positions in bid situations ; the conversation at 
lunch turned to the current controversy about the Harrods demerger in 
which he then believed that an agile operator, in the short term at 
least, would make money on demerger: 



".... It puzzled me that for such a small amount of difference 
.... the recent vote I think had been very close — I cannot 
remember what it was - someone had not the gumption to do that. 
Then it just developed and someone answered back and I then 
said "Well, what someone should do here is to form a 
tip-the-scales investment trust as there are a lot of 
situations like this (not this one) where you can come in at 
the last moment and influence the result" .... Ivan Fallon 
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liked that. It appealed to his piquant sort of idea. At those 
lunches he is often gathering little bits and pieces that he 
can incorporate in his Sunday piece .... Q . Is this the only 
time you have floated this idea? -A. Yes, .... I have never 
by the way talked about it to Tiny Rowland at any time .... I 
have not seen him for about a year before that lunch .... I 
think he is a little annoyed with me about something and I do 
not even know what it is. He is a bit like that." 



Mr Rowland confirmed this to me and did tell me what it was. I found Mr 
Slater an impressive witness and I believe what he told me: the idea 
seemed to me to fit his mercurial and imaginative financial mind. I 
conclude that the article in the "Sunday Telegraph" stemmed from him 
alone and was not fed to Mr Fallon in any way by Lonrho. 



The Conversation at Lunch 

5.125 Dr Marwan remained adamant that at no time at the lunch on the 
10th May did he and Mr Rowland discuss House of Fraser: 

"Q. At that meeting with Mr Rowland did you have any 
discussion with him about House of Fraser at all? -A. No. Q. 
Did he say anything about House of Fraser? -A. No, but I was 
reading what is written in the newspaper for the past four or 
five years. 

Q. There he was in the middle of a very sensational 

incident reported widely in the newspapers, midway between two 
meetings of House of Fraser and you did not speak at all? —A. 

I did not speak. Why speak? As I said, I had a very bad 
experience with Lonrho which cost me dear" . 



5.126 Mr Rowland's recollection when he gave evidence had a different 
emphasis : 



"Q. At that lunch meeting, did you discuss House of Fraser, 

because this was in May 1983, it was the Harrods demerger 

debate I do not want to put words into your mouth A. You 

do not have to put words into my mouth because they are in my 
mouth. I did not have to talk to Dr Marwan about the demerger 
because it was in every single newspaper in the country. He 
and everybody else knew about it. Q. But did you speak with 
him about it? Did he ask you about it? -A. It is possible. 
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It is quite likely, after all I knew him well. I had not seen 
him for four years, but I knew him well. Q. Again, I would 
find it surprising if, in the middle of this foray, in the 
newspapers it seems to have been, you meet him, having done 
your business, and you do not move on to discuss this foray. 
-A. I told you politics are of great interest ... .He told me 
about his own (political) interests, and it is possible that he 
asked me about the House of Fraser, but I do not know whether 
he raised it, I raised it, or whether it was raised at all. 
But it was not an issue. If you are trying to suggest that I 
said to him: ’’Look, I will pay you £500,000. It would be a 
good idea if you were to buy House of Fraser shares", you can 
dismiss that from your mind. That was not said by me and it 
certainly was not said by him. Q. If you did have any 

conversation about it, would I be right in thinking that the 
tenor of the conversation on your side, again, would be: if 
Harrods was demerged there would be a lot of money to be made 
in it? -A. I cannot recollect. I repeat, I did not say to 
him: "Do you know Ashraf, my dear Ashraf, if you were to use 

these £ (paid for Tradewinds) to buy House of Fraser you would 
do terribly well because I believe that if the demerger were to 
go through the share price would increase substantially". I 
did not say that and he did not ask me.... I would not want to 
do business with Ashraf Marwan - We did the Tradewinds business 
and that was a disaster ... .because I would never know from day 
to day whether he was still my partner or whether he had sold 
his shares to a third party. Mr Griffiths, I have told you, I 
meet a lot of people - a lot of rich people. It may surprise 
you. It would have been easy for me to persuade a lot of 
people to buy shares in House of Fraser. I would not be such a 
fool - after all, we had given undertakings to the Minister - 
as to say to Dr Ashraf Marwan, who is totally unreliable when 
it comes to business .... "Buy shares in House of Fraser and 
support us". I could have done it with reliable people. In 
terms of business Dr Ashraf Marwan is totally unreliable. In 
terms of politics he is totally reliable because it is his 
field ....".Q. What I am anxious to discover, and again I 
appreciate you saying you have no recollection whether you 
discussed House of Fraser or whether you did not, is this: 
Assume for the moment that you did mention House of Fraser. 
-A. Why should I assume that? Q. Just make that assumption. 
-A. I can assume a lot of things. Q. Would I be right in 
thinking that the line, if that is the right word, that you 
would have taken when discussing it with him, in view of the 
fact that you were in the middle of the Harrods demerger 
furore, would have been that the purchase of House of Fraser 
shares and your own holding in House of Fraser shares were 
likely to make a lot of money, because if Harrods was demerged, 
one (share) plus one (share) make five (in value)? -A. You 
can assume anything you like, Mr Griffiths. It certainly was 
not in my mind and I am equally certain it was not in his mind, 
but the best thing is to ask Dr Marwan. It may have been in 
his mind .... I would not dream of asking a man like Dr Marwan 
to buy shares in the House of Fraser .... I could have asked 
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Robert Anderson to buy 10 million shares. I could have asked D 
K Ludwig to buy 10 million shares. I could have asked half a 
dozen or a dozen or dozens of people to buy 100,000 shares in 
the House of Fraser. Why pick on Dr Marwan?.... Q. I am not 
suggesting or asking about buying or selling shares . I am 
asking whether House of Fraser was discussed at all. -A. I 
have told you it is possible that he may have said "Good Luck" 
or something like that, you know and "I hear that you're still 
interested in the House of Fraser". Q. But no conversation 
about whether or not Harrods demerger would be a good or a bad 
thing ? -A. No. When I say "No", I mean he is unlikely to 
say to me "Are you going to pursue a bad thing?" .... Q. He 
might say, "Why do you think it is a good thing?" A. He may 
have said that; he may have said that. A waiter may have 
overheard it, in which case I think you ought to ask a waiter 
to come along and give evidence." 



Why Mrs Funaro Bought 

5.127 I set down later the difficulties I had in bringing Mrs Funaro to 
the point when she agreed to give evidence. I was able, however, in the 
end, to interview her on the 25th May 1984. She gave evidence with the 
help of a qualified interpreter. She told me that she is an Italian by 
birth; the owner of a family shipping line in Genoa; she is married to 
Mr Sal ah Al-Fayed; her home is in Gstaad, Switzerland, but that she and 
her husband have a flat in Park Lane, London, at which she stays 
occasionally: 

"...Not much more than three or four times a year 1 go there 

for a few days to see the family, to do some shopping, things 
like that...." 



5.128 The purchase of her shares was made on the advice of her 
brother-in-law, Mr Ali Al-Fayed: 



"Q I am interested to know if buying the House of Fraser 

shares is the only transaction of this sort that you have done 

in England -A. Yes Q. Can you tell me how you came to buy 

the shares in House of Fraser please? —A. I wanted to invesu 
some money. I asked my brother-in-law, Mr Ali Al— Fayed. .. .He 
just told me it would be good business, a good investment and 
that is how I decided to invest... Q...you told me that you 
did not take advice from your bank, stockbrokers, or other 
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people, is that right? -A. I just asked the advice of my 
brother-in-law. .. .nobody else because I am only a woman and I 
need advice from him. Q. The reason I asked whether you had 
other big investments is because it is a lot of money to put 
into one investment ... .and therefore it would seem a strange 
thing to put it into an English company when you do not usually 
invest in England, as you have told me. What is the 
explanation? -A. Women have a weakness for Harrods . . . . It is 
my own (personal) money in House of Fraser (not her 
husband ' s) . " 



5.129 Mr Ali Al-Fayed, who was present throughout my interview with his 
sister-in-law, and who speaks English fluently, also gave evidence and 
told me his reasons for giving that advice: 



"....I read an article in the Sunday Telegraph about the 
demerger of Harrods , and when there is a demerger of any 
company you realise the value almost doubles in the shares, so 
it was the best chance to buy. So at this time she asked for 
advice: "What can we do?" "Well, buy Harrods. You go all the 
time to Harrods shopping, we will buy Harrods, why not? And 
within a short time the shares will increase in value , because 
if this demerger goes through then the value of the shares will 
be quite substantial". Q. Had you done any research into that 
or was it just the article in the "Telegraph" that was in your 
mind? -A. No, it was just the article...." 



5.130 That article was then identified to be the one in which Mr Slater 
gstve his advice, and which Dr Marwan had already told me had been the 
sole cause of his decision to purchase, and which had also been read by 
Mr Hayward. (paragraphs 5.84, 5.121). 



Connections with Lonrho 

5.131 Mr Ali Al-Fayed told me that he had first come into contact with 
Lonrho, Mr Rowland and Mr Dunlop especially, when in 1977 and 1978 he 
had been an alternate director on the Lonrho board for his brother, Mr 
Mohamed Al-Fayed, after the sale to Lonrho of their large holding in the 
building contractors, Costains. The relationship proved unhappy, and 
the family exercised an option to re-purchase the holding, and both men 
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then resigned from the Lonrho board. 



5.132 On the 6th February 1984, by letter, Mr Rowland had told me: 



"....I had not heard from (Mohammed A1 -Fayed) for a number of 
years until December 1982 when he surprised me by sending a 
Paris Ritz Hotel diary with my initials on it - he is the owner 
of the Paris Ritz - and subsequently we have met 

occasionally ... .but lest the inference may be drawn that Mr 
Al-Fayed in some way caused a relative to buy shares at my 
behest I state the matters I discussed were (then described) 
and a number of other ventures, none of which came to 
fruition" . 



Mr Ali Al-Fayed, and his brother Mr Mohammed Al-Fayed, confirmed this 
when on the 25th May, he told me about the sending and receipt of the 
diary and went on: 

"....my brother Mohamed. He is the one who is talking with 
Tiny about (then described) but nothing came to fruition". 

As to the frequency of contacts, Mr Ali A1 Fayed said: 



"....I think I met Tiny in say something about October 
1983.... I met two or three times for breakfast, a quick 
meeting. .. .Q . With yourself it was October (1983); with your 
brother it started at whichever Christmas it was and went 
through with occasional meetings? -A. Yes, once every two 
months, three months, or something you know". 



The meetings between Mr Mohammed Al-Fayed and Mr Rowland were later 
shown to have taken place during the spring and summer of 1983. 



Connections with Dr Marwan 

5.133 Mrs Funaro told me that she had at no time met either Mr Rowland 
or Dr Marwan. But, not surprisingly for leading members of the Egyptian 
community in London, both Mr Ali and Mr Mohamed Al-Fayed were acquainted 
with Dr Marwan, as he indeed had already told me, Mr Ali Al— Fayed 
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described it thus: 



"I know Ashraf, but I have never been out with him. — I see him 
casually in social events at the Embassy, there is a dinner 
or.... once a month or every six weeks I meet him casually but 
not intentionally. I meet him in the Embassy for lunch or 
dinner or social events. .. .Sal ah (meets him) much less because 
he is not very often in London, but Mohamed and myself, we see 
him you know" . 



Mr Ali Al-Fayed's evidence was that until well after Mrs Funaro had 

bought her shares neither Dr Marwan nor Mr Rowland were aware of whom 

she was. After learning of the contacts I have outlined above, I asked: 

"Q. In passing, when (Mr Rowland) came did you tell him you 
had voted for him? A. No, no, no. I did not even discuss it 
with him. Q. I thought that in passing there was a 
conversation about the demerger ? -A. I said House of Fraser 
generally. House of Fraser, which is a public issue you know. 
The newspapers every day.... it is like a movie. Q. I am 
surprised, if I may say so, that if the House of Fraser 
question arises with Mr Rowland and your sister-in-law is a big 
shareholder on your advice, that just out of common 
conversation you did not say, "I am also a shareholder", or 
"How are we going to achieve it next time", or talk about it in 
some way. Did not anything like that happen? -A. No. Not to 
my knowledge, no. I mean, when we bought the House of Fraser 

shares even Tiny did not know who Adriana Funaro is Q. How 

do you know that? -A. Because Ashraf (Marwan) told me: "Who 

is Adriana Funaro?" and I said: "She is my sister-in-law "Q. 

When did he say that? -A. When it all flushed out in the 
newspapers, you know, was public knowledge. Q. Did he tell Mr 
Rowland? You said Mr Rowland did not know. -A. Yes, 
yes....Q. How did he learn? —A. Through Mohamed, he asked 

who is Adriana Funaro Q. Mr Rowland did this? -A. Yes, 

yes. Q. With you? -A. Yes. "Who is Adriana Funaro", I 
said: "It is my sister-in-law. Q. You told him that? A. 

Yes. 



Rowland s recollection given to me in his letter had been that it was 
Mi Mohamed Al— Fayed who had so told him "several weeks after Mrs 
Funaro 1 s name was published" . 
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Legal Proceedings against Mrs Funaro 

5.134 It was only after court proceedings against her had been commenced 
on my behalf that Mrs Funaro agreed to meet me . The short history of 
the matter is as follows. Mrs Funaro had on 28th September 1983 by 
letter answered my query as to the ownership of her shares, saying that 
she was the sole owner of them all; her letter was not on headed paper 
nor was her address in Gstaad used, but a typed address in Genoa, the 
same as had been used in her replies to Mr Milligan. She concluded: 

"....in the light of the Inspector's Order of Appointment I 
feel I have fully answered your queries and regret I will not 
be able to attend any official inquiry". 

Correspondence then ensued, and on 2nd November I asked to interview 
her, offering to reimburse her ticket if she came to London, or 
alternatively, if she was unable to do that, offering to see her in 
Genoa. Reminders went to her on 9th, 16th and 30th November, the last 
warning of the sanctions available under sections 167 (3) and 174 of the 
Companies Act, 1948. On the 6th December her solicitors, Messrs. 
Freshfields, wrote to say she was prepared to see me between the 16th 
and 30th March in Gstaad, and that till then she would be in the USA. 

On the 8th December I wrote seeking her itinerary. A holding reply from 
Freshfields on the 20th December {"We hope to write to you again very 
shortly") was followed by a letter from them dated the 10th January 
saying that Mrs Funaro had sold her shares and that she: 

"asked me to say that she is considerably annoyed at the 
enquiries which have been made of her in this matter. The 
shares were bought purely for investment purposes and sold on a 
good price being available" . 
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As I shall describe, hereafter, they had in fact been sold on the 19th 
December 1983 and were bought by Dr Marwan. 

5.135 I reiterated my desire to interview her in letters on the 13th and 
26th January, to which no replies came; and Freshf ields , who had 
telephoned on the 6th February, wrote on the 15th February; 

"Mrs Funaro has told me, by means of a verbal message relayed 
through her brother, that she is still travelling in the USA, 
that she will return to Europe next month and that she sees no 
purpose in meeting" . 

On the 21st February Messrs. Freshf ields were sent a "letter before 
legal action", copied to Mr Mohammed A1 -Fayed; and in March 1984 the 
Treasury Solicitor on my behalf commenced legal proceedings. An order 
for service abroad was obtained, but when service could not be effected, 
the Court ordered substituted service. It was only then that Mrs Funaro 
agreed to see me. She declined to come to London but her solicitors 
indicated she would see me, if I went there, in Paris. So I interviewed 
her there on the 25th May 1984. At the time of writing, the proceedings 
against her have not yet been finally concluded; the Court awaits to 
consider evidence filed on her behalf. 

5.136 I have no doubt that Mrs Funaro sought to avoid giving evidence. 
The question is whether this merely mirrored an understandable 
reluctance to become involved, or whether more should be read into it 
than that. 
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Dr Marwan' s Other Evidence 



5.137 I asked Dr Marwan about other matters too, both because it was 
relevant to do so, and also to help me to assess the reliability of his 
evidence. Between the 9th and the 15th December, as he told me, he 
consulted various individuals in Midland, Lonrho and Credit Suisse about 
various matters, and his recollection noticeably improved. The problem 
was whether to read anything sinister into that improvement: that turned 
on how surprising or otherwise was his initial vagueness of 
recollection. 



The Monte Carlo Letter 

5.138 I asked Dr Marwan about his letter headed "Monte Carlo" but posted 
in London (paragraph 5.110). On the 9th December he said: 

"A. When I wrote that letter I was in Monte Carlo. Q. How 
did you send that letter? -A. I think there was someone 
coming to London. I gave it to him, he delivered it. He 

mailed it from London so far as I remember .... I cannot recall 

his name now. . . .Q. Do you have your home in Monte Carlo? —A. 
No. Q. Do you have an office there, or is that where your 
business is, or what? -A. No, as I said, if there is a 

business in Chicago I manage it from Chicago, if there is a 

business in Spain I manage it in Spain.. . .Q. But is the Mon te 
Carlo address your home, a holiday place or what? -A. No, it 
is my main address. That is my resident address". 



On the 15th December his recollection was quite different: 



"....I would like to clear up two points that were mixed up in 

my mind last time with garbled language Concerning that 

letter, I came from Monte Carlo on the 21st myself and my 
office mailed it from here. I arrived and I gave it to one of 

my staff to mail it by registered mail 1 was worried from 

the language of the message Mr Milligan sent to me that the 
answer had to be before the 21st June, so X (personally) came 

here on the 21st Q. Why did you put the address Monte Carlo 

on it? -A. Because it was written there and we were worried 
that it would not reach him". 
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5.139 I then learned from him that whilst he had two secretaries in 
London, he had in Monte Carlo only the use of a friend's secretary who 
collected his mail : 



do find it puzzling that in relation to correspondence 
about your English shares you do not put the address for 
replies to be your English office where you have a permanent 
secretary who can receive urgent letters and no doubt telephone 
you if necessary, rather than Monte Carlo where you have a 
part-time secretary ... .-A. No one asked me.... If anybody 
opened the telephone book he could find my name and address. 
Q. But how are they to know where to look? -A. They can ask 
my bank. Q. But there they have a letter from you with the 
address of Monte Carlo on it. You would expect them surely to 
write to Monte Carlo, not look in the telephone book? -A. No. 
The only reason I put Monte Carlo was because I was there on 
that day and it is the official residence for me. That is all, 
not for any other reason.... Q. I understand the good sense of 
using a personal courier (to bring the letter to London). I do 
not at the moment understand the good sense of putting on it an 
address in relation to an urgent matter about shares which is 
one where you are not going to be in the immediate future, 
which is not where you have your secretary full-time, which is 
not your business address but your residential address. -A. 
Yes, but you have to bear in mind that I am not the one who 
gave them the address Monte Carlo. The one who gives them the 
address in Monte Carlo is my bank in Switzerland. .. .Q . It is 
all the more likely that I would expect you to correct it if it 
was convenient to have your business done in London. -A. I 
think it is irrelevant. It has nothing to do with whether it 
is Monte Carlo or Cairo or Zurich". 



The Voting by Proxy 

5.140 Dr Marwan's evidence on 9th December was vague also about the part 
he had played less than six months before in what must have been an 
unusual and financially important transaction even for a man of his 
means. Would one have expected matters surrounding the proxy card and 
its voting to have been more sharply etched on his memory ? : 



"Q. What steps did you take to vote at the meeting in favour 

of demerger? -A. I told the bank, Credit Suisse to take 

the necessary steps.... to do the necessary steps to go through 
the demerger. They took the necessary steps and there was a 
paper to be signed, I think 1 went to sign a piece of paper 
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to Midland Bank, to someone called Mr Newton or something like 
that....Q. What arrangements, if any, did you make about 
delivering the paper? Did you play any part in delivering the 
proxy that you signed? -A. Let me check. I can check that. 

As far as I remember I went to Midland Bank and met a man 

called Mr Newton. Let me check the rest.... I can check with Mr 
Newton. That is what I am going to do. Q. Did you yourself 
have any worry or have any dealings about making sure that your 
shares were registered in time for the meeting? -A. I told my 
bank in Switzerland. I told Mr Newton.... to be sure that my 

registration would be in time Q. Did you yourself get 

hold of any proxy forms and, if so, how? —A, Let me check 
that. Q. I am told your secretary called on Mr Newton 

bringing with her copies of proxy forms for them to 

complete ... .presumably therefore you had obtained proxy forms. 
How did you do that and from whom - in what circumstances? I 
would like you to tell me now, or do you not remember? -A. I 

do not remember. Q. Not at all? —A. I do not remember. I 

have to check with my secretary how we got the papers . 

Q Did you take any steps to get back the proxy card that had 

already been signed by Midland Bank? Do you have any memory as 

to that? -A. No Q. Do you remember what steps, if any, 

you took to get the proxy card voted? -A. No Q. Because 

you see, to get it voted it is not good enough to have the card 

with you: it has to go somehow to the company -A. I know. I 

will check how it was sent Q. Here were you with 2 million 

shares in what you regard as an important vote? -A. Yes. Q. 
You cannot remember how you, having collected the proxy, got 
that voted? —A. Why is it important to remember, Mr 
Griffiths? It is a routine business. I am not supposed to 
remember everything I do, am I? 



5.141 Four days later, on the 13th December , after consulting others 
involved including Mr Dunlop, Mr Newton and Credit Suisse, Dr Marwan's 
evidence was as follows: 

"....You asked me last time and I said "Can we hold it for next 
time to see what I did because I do not want to say something 
and then come back and look stupid to you. 

ii j had never voted in England either as an employee or in a 

company. I phoned my bank in Switzerland and ask them "Do I 
have to go to Glasgow to vote?" They said "No, our nominee is 
Midland Bank. They are going to make our proxy card and they 
are going to send it". So I (instructed them to vote for 
demerger). As you know, it happens in England and it happens 
in our country and it happens in America, it happens m Russia 
and it happens everywhere that some secretaries of some 
companies if they have had bad intentions, they can scrub your 

voting card My Swiss bank gave me the name and telephone 

number of Mr Newton .... Then I called Mr Newton to check that 
the voting cards had already been sent to the registrar 1 
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kept in touch... .and asked if the voting cards had reached the 
registrar ... .On the 22nd they called the registrar .... and he 
said "No, the cards did not arrive yet". Later on the 22nd or 
early on the 23rd Mr Newton and Mr Regruto ... .called me to say 
the registrar had confirmed verbally that he had received the 
voting card.... so I told him "As soon as you receive the 
receipt please let me know". Till early afternoon no receipt 
had arrived. I called Robert Dunlop of Lonrho and I told him: 
"Robert, can you send me copies of the voting cards because I 
would like to make a duplicate to be sure that my card is there 
for the voting of the demerger". He said, "With pleasure" and 
he sent it to me with someone. .. .to my office. I put it in an 
envelope. I sent it with my secretary to Mr Newton or Mr 
Regruto. . . .Then on the 24th I called. . . .Mr Newton or Mr Regruto 
and I said, "Did you get any receipt?" He said, "No". I 
called one hour or so after (explained got same reply) . I said 
"Okay. I would like to come for you to give me a copy of the 
duplicate. I will sent it myself". I went at 4 o'clock. He 
gave me a copy of the voting card of the AGM, a 

duplicate and he sent with the instructions of Credit Suisse 

the voting card to Robert Dunlop, and Robert Dunlop sent 
someone to pick it up from him to be sure that it is to be at 
the address at the proper time....! sent the proxy for the AGM 
to Robert Dunlop with my driver or my secretary. I sent it to 
him and the other one was sent to him (by the Midland) 



5.142 Mr Dunlop later gave evidence to me along the same lines, though 
not with the identical details. 



" Latish in the week before the EGM I got a telephone call 

from him and he said. .. .something like he had problems with the 
registrars; that he had sent a proxy card.... and in some way or 
another it had not been recorded or it was not valid or it had 
not been received.... He had indicated the card was favourable 
for the demerger. So I said "if there is any doubt whatever 
let me send over to you a duplicate card". I had one made up 

and.... I sent it over to him 1 got back a card and I was 

expecting the EGM card, and it was an AGM card I gave him a 

ring, I think and said, "Look, where is the EGM card? You sent 
the AGM card". He said it was at the bank and that the bank 
would sent it on Monday.... I believe the second card went 

straight to the secretarial department from the bank. Q. 

Did you know that Dr Marwan was a shareholder until he rang you 
about this? -A. I had confirmation on the Monday because Tiny 
Rewind had s e en it in the newspaper. .. .He called him. . . .He 

told me that he called and said Dr Marwan had confirmed that he 
was a shareholder." 
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Dr Marwan's Motivation in Voting 



5.143 I sought to test Dr Marwan's evidence by asking him questions 
designed to discover his motivation in voting for demerger: 



"Q. Having bought the shares, were you at the time you bought 
them concerned about or did you know about the meeting which 
was to take place.... the extraordinary general meeting. .. .-A. 

I knew from the newspapers . I would vote for the demerger - 
that is what I believed. .. .Because if there are, say, 130 shops 
and one shop is producing 50% of the profit, there must be 
something wrong with the management of the other 129 shops . 
That is my personal belief. I do not believe that someone can 
manage this group on a part-time basis. It is something 
personal for me.....Q. Why did you support the demerger - I 
still do not understand? -A. That is what they said, Mr 
Slater or whatever his name is... .Q. But why will you make 
money by demerging? -A. That is my belief. Q. But why? 
What makes you believe that? -A. Mr Griffiths, that was my 
belief at the time. Q. But you must have had a reason for 
your belief? You do not just think it for no reason. A 

business man like you must have reasons. I am seeking to find 
out what they were? -A. There is no other motivation except 
that article. 

Q. What is your thinking to lead you to think that 

demerger will make money for you? How will the fact that you 
have one company that makes 50% (of the profit) and the other 
129 (shops) and now you own both of them in different companies 
- how will that make money for you? -A. That is my belief. 

Q. But how? -A. That is my belief until now, Mr Griffiths. 

Q. But have you no reason for that belief? -A. No. I think 

if the company will be better managed, it can produce. .. .Q. 
But you do not need to demerge to have better management. How 
will a demerger help? —A. As speculation, it brings me 
personal money. Q. But how? —A. Because the price will go 
up. Q. Why? -A. That is the way the market is acting. Q. 

But why will the price go up if it demerges? -A. That is the 

market, Mr Griffiths. Q. And you have not discussed that or 
taken advice from anyone? -A. No. Q. You have not looked at 
the values of properties? —A. As I stated at the beginning, I 
do not take the advice of anyone. 



The Mystery of the Photostat 

5.144 Much later, after Lonrho had kindly provided me for a different 
purpose with a copy of their large volumes of daily press clippings 
about House of Fraser, I observed surrounding the edges of the photostat 
which Dr Marwan had handed to me during his evidence (paragraph .'>.121), 
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some part-sentences which, on comparison with the full-page in the 
Lonrho book demonstrated that the provenance of his copy was identical 
to theirs. The surrounding sentences comprised part of cuttings from 
the "Aberdeen Press and Journal”, the "Glasgow Herald” and the 
"Yorkshire Post" . 



5.145 On the 1st June, when he gave further evidence, Dr Marwan gave me 
a further photostat, which was identical, from his file. I asked: 



"Do you keep press clippings of these things? -A. I keep, 
yes. Q. Who do you get them from, or do you just do them 
yourself? -A. I just do it myself and then I ask my 
stockbroker. Q. He sends them? -A They never send without 
asking. Q. Have you kept the one about the House of Fraser 

for instance ? -A. Too many, It is my own cutting. Q. 

They are just loose cuttings? -A. Loose cuttings. (Cutting 
handed to the Inspector ) ” . 

. . . .Q. . . .What is all this round the edge? Do you know? 
(Photocopy handed back to witness). Does that come from your 
file or what?.... It seems to be something about House of 
Fraser. -A.... I have too many different copies, you can see, 
because I have my own copy and the copies which I got from my 
stockbroker. Q. You got these from your stockbroker? -A I 
do not know. I cannot differentiate between mine and the other 
one. Q. That is Strauss Turnbull, is it? -A. Yes. they 
sent me a complete set later on of all the clips of House of 
Fraser and then I have my own.... I cannot differentiate which 
one is which now" . 



I made enquiries at Strauss Turnbull and their clippings file was 
inspected. They obtain their clippings from a different agency to 

Lonrho, and the format is entirely different. Dr Marwan ' s was identical 
to the Lonrho version. 

5.146 I made enquiries, and I learned the following from Mr Dunlop: 

"Mr Wright QC : . . . . About February of this year I understand Dr 
Marwan telephoned you.... to say his son was studying business 
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studies, and that he had chosen as a subject for a thesis of 
some sort the House of Fraser. -A. That is right. Q. Did you 
help?.... A. Yes he came in a couple of days later.... I gave him 
about 45 minutes ... .Q. And you gave him certain documents I 

think ? -A. Yes I gave him a Press Summary for 1982 and 

1983, and also a wadge of press cuttings for that period.... Mr 
Griffiths: ... .Q . That would include the James Slater Tip 
article ? -A. Yes, it would have done.... It was without doubt 
in February ... .absolutely not January and certainly not March". 



But Dr Marwan had handed me the photostat first on the 9th December 

1983, and subsequently on the 1st June 1984. Accordingly I called him 

again to give evidence, and on the 6th July asked: 

"Q. You told me on that occasion that either it had come from 
your own file of clippings or alternatively it must have come 
from Strauss Turnbull. -A. I did not say it must. I said it 
could. What I said is that it could have come from my 
clippings or from my broker or from my bank or from too many 
people. After they read my name they send the clips". 



Dr Marwan then confirmed asking Mr Dunlop in February 1984 to assist his 
son's school project, and we continued: 



"Q this is in fact identical with the clippings Lonrho keep 

on their file. Do you know that 7....A. O.K. No problem. Q. 
How did that happen ? A. I said I took the paper from my son 
and I see what he is doing, no problem.... Q. But you see, it 
is not the same as Strauss Turnbull ... .it is the same as 
Lonrho. -A. So, what is the problem of that ? Q. The problem 
of that is: Could you have got it from Lonrho ? -A. I got it 

from (my son) when he got his things from Lonrho.... Q. Is that 

what happened ? -A. It could be Q. In December you gave me 

the same one, the identical clipping. .. .so that could not have 
come from your son. . . . —A. . . .but I do not remember I gave you 
anything in December ... .Q . If you look at the transcript which 
you have you will see it records on it that you handed it to me 

at that time -A It could come from from the same agency. 

Q. One thing obviously I will have to consider is whether that 
came to you from Lonrho. -A. In December, no. I told you the 
first paper I have from Lonrho is this from February and this 
could come from any bank which are dealing with the same. Q. 
But who did you get it from ? -A. I have too many people who 
are sending to me. I am sorry to say 1 am fed up with the 
coincidences. ...Q. But can you give me any help as to from 
whom, if you did not get this copy from Lonrho, you did get it 
from ? -A. I told you Mr Griffiths, a lot of people send to 

me. My bank, it could be from my bank in Switzerland it 

could be from other banks it could come from anywhere. Q. 
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Why does your bank send you a copy of this article ? -A. 
Because I was asking everyone to send me whatever they have in 
House of Fraser for us, and all of them. Q. When were you 
asking that. -A. In December. Q. Why do you ask everyone to 
do it if you want clippings ? Why do you not just go to one 
source ? -A. Because what they have, what they forcast and 

all that, and I can send you some of the stuff I got in 
December from my banks. It is not the issue... I just spoke and 
said: "Send everything you have"....Q. In the course of that 

you received press clippings ? -A. I received press clippings 

from everyone" . 



5.147 But the saga did not end even there. I was assured, when I asked 
counsel for Lonrho during their final submissions, that enquiries of Mr 
Robinson, Mr Dunlop and Mr Rowland revealed that on no other occasion 
had Dr Marwan been provided with a photocopy of the article. I 
indicated the problem about it being handed to me in December. On the 
13th July 1984 Mr Robert Wright QC asked me to hear further evidence, 
and Mrs Rona Kelly, the personal secretary to Mr Rowland, gave evidence 
as follows: 



"Q. (Mr Wright QC). Did Mr Rowland ask you (two days ago) if 
you remembered. .. .having given a press cutting to Dr Marwan ? 
Did you remember having done that ? -A. A while ago - before 

Christmas, some time before Christmas - it is last year. It's 
quite a while ago....Q. How did it happen ? Did a telephone 
call come to you ? —A. Yes, my phone went and it was Dr 
Marwan. . . .He asked if we kept newspapers because he was looking 
for the "Sunday Telegraph". I said.... we do have a press 
cuttings file. . . .Q. How did it go on ? —A. (describes office 

phone system).... I think Mr Rowland buzzed on his phone. .. .when 
he heard it was Dr Marwan he said: "Oh, put him through to me", 
and I did. That was the end of my conversation. Q. As a 
result were you asked to do anything by Mr Rowland ? -A. To 

find the relevant cutting.... I found it and got it from Mr 
Spicer's secretary. Q. When you got it did Mr Rowland ask you 
to do anything with it ? -A. He asked me to deliver it to Dr 
Marwan so I photocopied it, put it in an envelope, and actually 
took it to him (by hand) . Q. Do you know why it had to be 
urgent ? -A. No. I was just asked to do it and I did. Q. I get 
the impression you think it was some time before Christmas, is 
that right ? -A. Yes, it seems quite a while ago". 
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5.148 On the same day, after completing his evidence, Dr Marwan wrote to 
say he could not confirm whether or not the clipping I had shown him was 
that handed to me in December, and that he had received that article 
"from the banks and stockbrokers all over Europe with whom I deal". He 
continued: 



"....In my opinion you have been tempted to associate my 
actions with those of the Al-Fayeds family simply because we 
are of the same race and the same religion, ignoring the 
political impact such business relationship would have on me. 

I can think of no other reason for your continued refusal to 
accept my evidence at its face value. It is far more likely 
that you will be able to establish a link between Mr Hayward 
and Lonrho . . . . f rom all the circumstances of their relationship 
than a link between me and the Al-Fayeds and Mrs Funaro. 
Concerning. . . .your statement (when he said the same in 
evidence) that you are neutral and not biased against any race 
or religion, I am sorry that.... I remain fully convinced that 
you do not have other grounds to criticise me, and that your 
criticism, if any, must be based on race or religion....". 



This seemed to me, coincidentally perhaps, to echo equally unfounded 
remarks by Mr Rowland exactly one month before, when, in answer to a 
letter of potential criticism, under a heading relating to Mrs Funaro 
and Mr Al-Fayed, he wrote: 



"I was expecting you to have some qualms about Jack Hayward 
but what a surprise - you have none. Had he been an overseas 
resident called Jacques Na'ssir, saying he had bought five 
million pounds of shares because his mother likes shopping, and 
that he knew me, and had business interests in Freeport, 
Bahamas, where Lonrho has a large resort, then I think that his 
foreign name would appear in this list of tentatively hostile 
conclusions; and his evidence would nou be accepted . 



The only persons aware that I had raised nothing about Mr Hayward in my 
letters of potential criticisms, apart from Mr Brown and Mr Cook, were 
the recipients in Lonrho. Dr Marwan, if he knew, did not learn so from 

me or my staff . 
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The Proxy Cards 



5.149 Suspicion, as I have already mentioned, was aroused when the proxy 
cards of Dr Kreke, Mr Hayward, Dr Marwan and Mrs Funaro arrived at the 
registrars stapled to the letter from Lonrho (paragraph 5.52). I report 
how they came into the hands of Lonrho (paragraphs 5.61, 5.81, 5.106), 
and it seems to me no adverse conclusion should be drawn, once the facts 
are known, from their mere receipt by Lonrho. But why were these four 
cards, out of all those received in Lonrho' s office, segregated and sent 
together to the registrars ? Was there anything sinister in that ? The 
covering letter, I learned, was in the handwriting of Mrs Teresa Baker, 
a qualified secretarial assistant employed by Lonrho. I called her to 
give evidence: 



"Q. Can you please explain how you came to write (the 

covering letter) -A. When sending up the proxy cards to 
Scotland, I thought it best to show to the Registrars acting as 

our agent in Scotland that these actual proxy cards did not 

relate to the copy of the register they had in their 
possession. These holdings came on after the 3rd June. Q. 
And 3rd June.... was the date at which the register you had got 
from House of Fraser was made up ? —A. That is right, yes, 
because it is the practice of (our) registrars to check with 
each card that the holder was actually shown on the register. 
These would not have been shown. Because it was the last day, 
we did not want to delay their lodgement. It was to save them 
going through the pages .... about 40 cards on the whole 
register . . . .arrived at Lonrho. . . .they would come to myself. I 
would keep them to one side until we chose to send them to 

Scotland we actually kept all the proxies till the last 

moment then we sent them up.... the proxies are addressed to the 
Royal Bank in Glasgow. The majority of sharholders sent them 
there" . 



I consider that Mrs Baker's evidence, which I believe, disposes of any 
sinister connotations about the delivery of the proxy cards. So far as 
that of Mrs Funaro was concerned, Mr Ali al Fayed told me in evidence 
that he sent it to Lonrho in an envelope without any covering letter 
because he knew they would send it on as it was voted in their support. 
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He did not send it to the return address in Glasgow because, as his 
solicitors, Freshfields, wrote on the 6th July 1984: 



On several occasions in the past he has been solicited for 
proxies by stockholders in American companies, and it is in USA 
the practice for those who solicit proxies to ask members to 
send their proxies to the person soliciting them, who in turn 
sends them to the company. Mr Fayed tells us that he more or 
less assumed that the same practice was normal ... .because the 
demerger proposals were a matter of dispute between Lonrho and 
the board of House oi Fraser. He therefore sent the proxy card 
to Lonrho. . . . " . 



It is to be observed that some 36 other shareholders in fact adopted the 



same course of action. 



Sale of Mrs Funaro 1 s Shares to Dr Marwan 

5.150 I asked Mrs Funaro and Mr Ali Al-Fayed about the sale of her 
holding: 



"Q. The shares were sold on the 19th December. Can you tell 
me what led you or your reasons for deciding to sell ? -A. 

(Mrs Funaro): Two reasons there. First, the price sounded all 

right, interesting, at that time to sell the shares and, 
secondly, we really wanted to put an end to this torture of all 
the letters from Mr Brown.... Q. Are you telling me you did not 
know that Dr Marwan bought your shares ? -A. I just told my 

brother-in-law it was the right time to sell the shares and 
that is all. (Mr Al-Fayed): It is true Mr Griffiths. When 

she gave the order to the bank to sell.... she was astonished 
because the bank came up: there is a buyer for 1.2 million. 
Well, thank you very much, instead of selling them in bits and 
pieces, good-bye .... I did not even know that Ashraf bought 
them. Q....you meet Dr Marwan from time to time. He had asked 
who -Mrs Funaro was and you had said. Did you know he was keen 
to buy..,. more shares ? -A. I suppose so. He said that he was 

* a buyer. He always said, "I want to buy, even up to 10 million 
shares, that is his prerogative.... Q. I find it too much of a 
coincidence that on the same day within an hour the same 
stockbroker receives instructions from one bank in Switzerland 
to sell 1.2 million shares .... and instructions to buy a very 
similar number of shares .... and then I find. .. .yourself ... .and 
Dr Marwan know each other, meet each other, have discussed it 
(Dr Marwan 's wish to buy). I frankly tell you I find it almost 
unbelievable that it should be a coincidence....! cannot but 
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think there must have been some talk.... to arrange this 
beforehand. I can tell you.... that I see nothing wrong if 
there was. -A. (Mr Al-Fayed) . No. I did not know (or Adriana 

did not know) about that X do not even know (would you 

believe this ?) the broker that the bank used.... but believe me 
Mr Griffiths, it is coincidence, 100% coincidence....". 



I then put to the witnesses the various other matters listed earlier 
which troubled me including the pressure to register the shares in time 
to vote: 



"Q....Did you contact Banque Beige to make sure the shares were 
registered in time to vote ? —A. I never contacted Banque 

Beige at all. Why should I ? ....Q. I wondered if you had been 
pressing either Campagnie de Gestion or Banque Beige to make 
sure they were registered in time (to vote). -A. Not at all. 
Not at all. No. Q. Did you either yourself or Mrs Funaro 
explain to (the bank) the reason for the purchase, namely the 
demerger reason ? -A. No. Why should I tell the bank my 

reasons ? 

"Q. Can you tell me why for English shares ... .you gave your 
address in Genoa and used your maiden name not your married 
name. -A. (I) use the name Funaro because it is (my) Italian 

name. (I) am the president of the Italian Line in Genoa and 

all (my) mail goes to Genoa.... I use Funaro for many other 
transactions 



5.151 I learned from Strauss Turnbull when I summoned them to give 
evidence about the receipt of their buying instructions that Dr Marwan 
in mid-December had said he wished to buy more shares. The bomb 
exploded at Harrods on the 17th December. Mr Ennever felt the shares 

were likely to go cheaper as a result, so Mr Strauss contacted Dr Marwan 
and indicated this: 



/ ‘ ‘ Sa ^ " ^ ne ’ ^ en John got a telex that Monday morning 

119th) telling us to sell the shares we had bought for 

them which we knew by then to be Mrs Funaro ’s before we 

got that we had already bought a few, 50,000 shares for him at 

about 10.15 am 1 went to him and I said: "Look there are 1.2 

million shares which 1 can offer you.... but I must tell you, in 
view of the Inquiry and the press that we have read. .. .that 
these are Mrs Funaro 's shares.... He said: "I do not care whose 
shares they are He said: "Get them". So I said: "Fine. 
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When I get your (Swiss) telex I will” I dealt at about 

four minutes past three.... at a price of 226p (by market 

put-through) Dr Marwan as I told you, had told me the week 

before that he wanted to go on buying shares....”. 

Dr Marwan gave me evidence to similar effect as did Mr Strauss, Mr 
Ennever, and Mr Searle. 

The Judgmental Process 

5.152 The judicial process involves having regard to many different 
things, both separately and in accumulation: one must consider what are 
the probabilities in the light of a subjective reading of character; 
assess the evidence, both by reference to other evidence and 
subjectively, for even a truthful man may be mistaken through faulty 
observation or recollection; search for coincidences and consider if 
they are explicable as such, or whether an accumulation of them amounts 
in the end to proof of possibility, or probability or even certainty; 
contemporaneous documents usually are helpful, but may not be decisive 
for a variety of reasons ; all these and many other factors play their 
part. Discovering and deciding where the truth lies is a judgmental and 
not a scientific process: an inspector has neither the skills of a 

hypnotist nor is he a Torquemada; and, fortunately no doubt, does noc 
have access to a lie-detector. Often no one factor can be isolated in 
the mind as being decisive, though sometimes it is; but the cumulative 
effect of a variety of matters may point towards the truth. Certainly 
it is essential to have regard to all the evidence, as seen together in 
the round. 

5.153 It is in this way that I have made up my own mind as to what I 
believe to be the truth about those matters concerning House of Fraser 
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about which I have had to reach conclusions. When I set out elsewhere 
in this report those conclusions, and identify what leads me to them, it 
needs to be remembered that not all the accumulation of factors in the 
evidence which operated on my mind will necessarily always have been 
listed, for to do so would be to lengthen unduly an already long report. 
I have however decided that I should set out in many places the evidence 
of the witnesses at length in their own words , not only so that the 
nuances can be appreciated, but also so that the serious student, 
whether of House of Fraser or of Lonrho or of Warburgs, will be able to 
see at least some of the material which led me to form my own 
conclusions; but often pressure of space or of condensation has allowed 
me to quote only part of the evidence. I have however tried to bear all 

of it in mind, and its inter-relation, when reaching my various 
conclusions. 

My Conclusions: Dr Marwan 

5.154 There were many unsatisfactory features in Dr Marwan's evidence 
and in some important areas it did not carry to me the ring of truth. I 
certainly feel I cannot rely upon it as "the whole truth". I felt in 
some parts he was not frank, and I had the disturbing impression that 
too often and in too many respects it echoed not just the reasoning but 
the very flavour of some of the letters and evidence I received from 
Lonrho. I believe that Dr Marwan had a closer liaison with Lonrho, and 
Mr Rowland in particular, than he sought to convey to me. 

5.155 I found two matters, in particular, in Dr Marwan's evidence 
impossible to believe: I do not believe that on the 10th May, at the 
lunch with Mr Rowland, there was no discussion whatsoever about House of 
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Fraser; second, I cannot accept that the sole reason that led Dr Marwan 
to spend some £4 million buying his initial holding was that one short 
article in the "Sunday Telegraph", with its reference to Mr Slater, 
whose name meant nothing to him. 

5.156 I am aware of Dr Marwan' s denial that the subject was raised, and 
of Mr Rowland's evidence; but I must have regard also to the evidence of 
the surrounding circumstances. It seems to me, even leaving aside Mr 
Rowland's obsessional interest in the subject, that sheer curiosity, 
following all the media coverage of the EGM on the 6th May which Dr 
Marwan must have read, and Mr Rowland's position in the eye of the 
storm, would inevitably have caused the subject to be raised by one or 
other of the men at their lunch on the 10th May. I have no doubt, when 
it was raised, of the terms in which Mr Rowland would have spoken. He 
and his fellow directors had spent six months touring the City seeking 
to persuade one and all of the merits of the proposed demerger of 
Harrods: "the one plus one makes three" argument; the alleged 

shortcomings of the existing House of Fraser management; the undue 
contribution to overall group profits made by Harrods; and all the 
various ways in which they argued that demerger would lead to profit for 
shareholders. Some of those arguments Dr Marwan repeated to me, 
slightly unclearly as I felt, in his evidence (paragraph 5.143). 

5.157 I take account of the fact that Dr Marwan denies any such 
conversation, and that Mr Rowland's recollection was variable, and that, 
as no one else was present, I have no direct evidence of exactly what 
was said. I am however convinced by the cumulative weight of the 
totality of the evidence, including the surrounding circumstances and my 
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assessment of Mr Rowland's character, and incidents such as those with 
Mr Murdoch and Mr Thornton, and by common-sense, to conclude that the 
subject was raised. Equally though in the nature of things I can have 
no evidence as to exactly what was said by Mr Rowland, I am sure that he 
spoke in terms of a eulogy of the demerger concept, and of the profits 
there would be for shareholders when that happened. I am not justified 
on the evidence to conclude as a matter of probability that the 
conversation followed the lines of the suggestion made to Mr Murdoch. 

0.158 1 have no doubt that what was said played a part when Dr Marwan 
made his decision to buy so very shortly afterwards. It may be that the 
effect of the "Slater's Tip" article, if he indeed did see it at the 
time, acted as reinforcement of what Dr Marwan had heard a very few days 
before, and straight from the horse's mouth as he no doubt believed. 

5.159 I have described earlier what I consider to have been Mr Rowland's 
strategic objective in relation to the demerger issue, what he had in 
mind, and how he reacted when opportunity arose (paragraphs 5.23, 5.37, 
5.38, 5.39, 5.45, 5.46}. His eye, long before May 1983, was fixed on 
the demerger of Harrods so that Lonrho could bid for it, and with a fair 
chance of success. The vote on the 6th May at the EGM led him, optimist 
as he undoubtedly is, to believe he was on the very brink of success. 

He did not need to go Into partnership or make agreements or 
arrangements with anyone: it sufficed for his purpose if people were 
persuaded to buy, for they would then inevitably vote for demerger. 
Thereafter he would not need their help, for Lonrho, with its 30% stake, 
was in an overwhelmingly powerful position in the take-over battle 
everyone expected if Harrods were demerged (paragraphs 5.38, 5.39). Why 
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■then create concert parties when all that was required was to persuade 
rich people in the investment game, rather than in business, to buy 
shares because gold for them lay at the end of the demerger rainbow ? 
As I have explained earlier, no unlawful concert party arises unless 
there is a moral obligation at the least, to buy shares, and the other 
conditions of section 67 are fulfilled (paragraphs 1.25, 1.26). 

5.160 I believe the evidence of Mr Miron, Mrs Adams, and Dr de Villiers 
that when each of them suggested the purchase of House of Fraser shares 
in association with Lonrho, Mr Rowland, like Mr du Cann, actively 
stamped out the idea (paragraphs 5.259, 5.264, 5.254). In the first two 
cases as in that of Mr Landy there were obvious reasons to do so, for 
the matter was unlikely to remain secret: Mr Miron's group was 

motivated by the hope of export business for Israel and wanted to meet 
Mr Rowland; Mr Landy was a director of a Lonrho subsidiary, as was Dr de 
Villiers though not, so far as I am aware, whoever was his millionaire 
friend; and Mrs Adams was chairman of the Lonrho Shareholders Action 
Committee. It may be thought too that it would have been foolish, or at 
anyrate risky, to have involved business associates like Mr Anderson or 
Mr Ludwig or some of the others Mr Rowland mentioned. Some were so 
close to Lonrho as to create inevitable suspicion, especially in the 
light of Lonrho 's undertakings to the Secretary of State; others were 
likely to have required a business motivation to become involved, and 
might have sought a piece of the action. Rich speculators, like Mr 
Murdoch or Dr Marwan, acting in a private capacity, were a far better 
bet. Dr Marwan, both personally and through his rich friends and 
contacts, must have seemed an ideal choice in mid-May at a time when it 
no doubt seemed to Mr Rowland that one last push was all that was needed 
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to achieve his objective on the 30th June. 



5.161 When the subject of the Harrods demerger arose over lunch on the 
10th May, as I am sure it did, all Mr Rowland had to do was -to lead Dr 
Mar wan to believe that the thesis Lonrho had consistently put forward 
for months, the "one plus one equals three" argument, was not only 
correct, but with a little help was going to win in June. I believe Mr 
Rowland cast that fly and Dr Marwan swallowed it. The circumstances, 
including the particular aura attached to the name of Harrods, were such 
as to persuade him that a good short-term profit lay ahead; possibly Mr 
Rowland may have been assisted by the thought on Dr Marwan 's part that 
his tip, in some undefined way, was compensation by Lonrho for the 
Tradewinds disaster . Dr Marwan knew Mr Rowland well and clearly admired 
his business acumen and character, and no one, I am sure, is more 

forceful or persuasive or charming than Mr Rowland when he wants to be 
so . 



5.162 I am satisfied in my own mind that a conversation along such 
lines was deliberately intended by Mr Rowland to play its part in 
causing Dr Marwan to invest; and that the £4 million purchase a week 
later was not solely due to the "Sunday Telegraph" article. It was his 
knowledge that this had been the case which I believe led Dr Marwan to 
produce as an "alibi" that article, the photostat of which he handed to 
me in December. I believe that he lied deliberately to me about how he 
obtained it. I believe he concealed the discussions over lunch and the 
real origins of his purchase because of his misguided fear, induced 
perhaps by reading the press comments in relation to himself or about 
concert parties, that his involvement was somehow unlawful under English 
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law. Assuming the conversation went no further that I have concluded it 
did, then he had, ironically, nothing to fear by telling the truth for 
no concert party agreement has been proved. Nor did Mr Rowland need to 
make any actual agreement: anyone persuaded to buy House of Fraser by 
the alleged merits of the demerger arguments, would inevitably have 
followed the Lonrho line, and so helped to achieve its objective. What 
implications, if any, these occurrences had in respect of Lonrho' s 
undertakings is outside my terms of reference. 

My Conclusions: Mrs Funaro 

5.163 I have no doubt that Mrs Funaro purchased her shares on the advice 
of her brother-in-law, Mr Ali Al-Fayed. But deciding in my own mind 
what led to that purchase has not been easy. The evidence reveals many 
similarities and coincidences in the situations of Dr Marwan and of the 
Al-Fayed family. Any connection with Mr Rowland or with Dr Marwan in 
relation to either the purchase or sale of Mrs Funaro 's shares is 
vehemently denied by all three camps , and there is no direct evidence to 
the contrary. The question is whether the circumstantial evidence 
drives me to the conclusion, despite the denials, that there was some 
connection. 

5.164 That the opportunity existed is clear: Mr Rowland and Dr Marwan in 
the early months and summer of 1983 both separately met members of the 
Al-Fayed family (paragraph 5.132, 5.133); it is clear that Dr Marwan had 
discussed with Mr Ali Al-Fayed his ambition at a later stage to buy 
House of Fraser shares (paragraph 5.150 asterisked). The purchase was 
Mrs Funaro' s only English investment (paragraph 5.128), and the reasons 
for buying were similar in one important respect to Dr Marwan (paragraph 
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5.129). It is perhaps strange that Banque Beige should press for 
registration of the shares (paragraph 5.107) when neither Mrs Funaro nor 
her brother— in— law had ever communicated with them nor given to their 
Swiss bank the reasons for the purchase (paragraph 5.150). 

5.165 Against this, I am satisfied, in the light of Mr Strauss' evidence 
in particular (paragraph 5.151) that the sale of her shares to Dr Marwan 
was indeed a coincidence. I am clear too that nothing sinister lies 
behind the delivery of the proxy card first to Lonrho, and by the 
circumstances of its later receipt by the registrars. I am satisfied by 
i,he evidence that Mrs Funaro does indeed use her maiden name for her 
personal transactions on occasions, that her means are more than 
sufficient to justify such a large purchase, and that her use of her 
foreign bank to purchase shares on her behalf is not unusual. 



5.166 I am sure that Mr Ali Al-Fayed was the prime mover in the decision 
to purchase. He did not, 1 accept, meet Mr Rowland until about October 
.1983, when the shares had already been bought. Any puffing of House of 
Fraser shares must therefore, if it occurred at all, have come via his 
brother Mohammed from Mr Rowland, or from Dr Marwan on the social 
occassions they met. The Al-Fayeds and Dr Marwan are from different 
parrs of the Egyptian political spectrum. Mr Mohammed Al-Fayed, when he 
gave evidence, denied, as did Mr Rowland in his turn, that they had ever 
discussed the demerger of Harrods. So did Mr Ali Al-Fayed. Unlike the 
case of Dr Marwan, at the end of the day, despite starting initially 
with a strong suspicion, I do not disbelieve Mr Ali Al-Fayed 's evidence. 
He struck me as a respectable and responsible man responding naturally 
to what he was asked. Though I had commenced by wondering whether a 
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conversation with Dr Marwan about the merits of demerger, or information 
from Mr Rowland to his brother, had played some part in his mind when he 
advised Mrs Funaro to purchase, I have in the end firmly concluded that 
I believe him when he says it did not. I am reinforced in the view that 
he was not party to any unlawful agreement in relation to that purchase 
by the knowledge that had he been so, then he was in a position to 
purchase a far larger block of shares, and was likely to have done so. 
The size of the holding, large as it was, supports his evidence that it 
was made by his sister-in-law for her personal account, and not on his 
own account. 



- 179 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



MERCHANT NAVY OFFICERS PENSION FUND 



Introduction 

5.167 On the 6th May 1982, a year before the Harrods demerger EGM's, the 
Merchant Navy Officers' Pension Fund ("Merchant Navy" or "the Fund") 
through the brokers Scrimgeour Kemp Gee, sold 250,000 shares in House in 
Fraser, thereby liquidating entirely a holding which at its maximum had 
never since 1976 exceeded 420,000 shares. Just over two weeks later, on 
the 24th May, the Fund began to buy again, purchasing through Earnshaw 
Haes 75,000 shares. The purchases continued steadily in multiples of 
25,000 shares, until by the 29th September 1982 the Fund's holding, at 
5.35 million shares had become the third largest in the company. 
Shortly thereafter Lonrho published its demerger proposal. The shares 
were purchased at prices between 1.49 and 1.68p, the great majority at 
1.60 or below. Four firms of brokers were used: Earnshaw Haes; Wood, 
Mackenzie; Scrimgeour Kemp Gee and Fielding Newson-Smith. The shares 
were registered in two separate accounts which, as I subsequently 
discovered were owned respectively by the New Scheme and by the Old 
Scheme. The New Scheme came into being following the Pensions Act 1968, 
whilst the Old Scheme pre-dated that. 

5.168 The Merchant Navy voted at the EGM in November 1982 in favour of 
the resolution that the board of House of Fraser should examine the 
possibility of a demerger of Harrods; it abstained on the resolution 
seeking the removal of Professor Smith. It also voted in favour of 
demerger at the EGM's in both May and June 1983. The Fund had also 
previously voted in favour of Lonrho 's resolutions at the June 1982 AGM 
to override the board resolution authorising the directors to allot 
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unissued shares, and to request the directors to consult shareholders 



about offers for the company. Merchant Navy had also voted on Lonrho's 
side over the D H Evans sale and leaseback in January 1981 when the Fund 
held 300,000 shares. 

Matters Raising Suspicion 

5.169 There were a number of factors which suggested to House of Fraser 
that the Fund might be linked to Lonrho in some way: 

- In July 1979 100,000 of the 144,000 shares which Lonrho 
acquired from Carter Hawley Hale and which, in order to keep 
Lonrho's holding below 30%, were placed with institutions went 
to MN0PF ; 

- Professor Smith received an anonymous letter, postmarked the 
11th October 1982, which claimed that the Fund Manager, Mr 
Geoffrey Musson, was "hand-in-hand" with Mr Rowland. Subsequent 
enquiries showed that Mr Musson lived near Mr Terry Robinson, a 
Lonrho director and alternate director for Mr Rowland on the 
House of Fraser board; 

- Mr Willoughby, House of Fraser’s finance director, was told 
by a respected financial journalist, who subsequently gave 
evidence to me, that in November 1982 he had heard from a 
stockbroker that a Merchant Navy representative had visited 
Lonrho’s offices in Cheapside, and that on the 1st September a 
representative of Merchant Navy had said that there were 
changes on the way at House of Fraser, and had indicated that 
these involved Harrods: this was a good two weeks before the 
public announcement to this effect was made by Lonrho; 
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- Mr Nigel Gibb, the manager of House of Fraser's Profit-linked 
Share Plan, had a lunch conversation in the summer of 1983 with 
his friend Mr Graham Shedden, Sir Hugh Fraser's current 
personal assistant, in which Mr Shedden said that he had heard 
from Sir Hugh that there might be blackmail behind the Fund's 
involvement with House of Fraser; 

- when Professor Smith lunched with Mr Musson, the chief 
investment manager of Merchant Navy, on the 4th October 1982, 
Mr Musson said that he had never met Mr Rowland; yet he rang 
Professor Smith back half an hour later saying he had spoken to 
Mr Rowland and could arrange for them to dine together to 
attempt to resolve the problems of House of Fraser. Seven 
months later, when they met again, Mr Musson expressed to 
Professor Smith his lack of confidence in the company's 
management; Professor Smith thought this an odd posture for a 
shareholder, for if a shareholder lacked such confidence, then 
in the normal course one might expect him to sell his shares. 
Professor Smith got the impression that Mr Musson had direct 
access to Rowland. 

Investment Procedures 

5.170 The Merchant Navy has its funds in two different schemes, the Old 
and the New. All their shares are actually held by the Merchant Navy 
Officers' Pension Fund Trustees Ltd, a company set up for that purpose. 
The Merchant Navy is controlled by a committee of management, which has 
in turn set up an investment sub-committee for the purpose of 
recommending and supervising investment policy. During the period 
covered by my enquiries the chairmen of the Investment Sub-Committee 
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wei e Mi David Martin— Jenkins and, since August 1982, Mr Robert Fawcett. 
The day— to— day management oi the Fund, and of* the Merchant Navy Ratings' 
Pension Fund, which also has a small holding of House of Fraser shares, 
is in the hands of the Merchant Navy Ratings' Pension Administration, of 
which Mr Musson is chief investment manager. Mr Musson joined the Fund 
in 1978 after a career in stockbroking. Until March 1982 his deputy who 
was, subject to Mr Musson 's direction, in charge of equity investments, 
was Mr Howard Cummings. On the 19th April 1982, Mr Philip Henderson 
succeeded Mr Cummings in his post. Mr Henderson had commenced his 
career as a broker, but subsequently became an economic consultant, and 
then worked in industry. The Fund has a number of outside investment 
advisers, whom it can and does consult from time to time. 

5.171 I began my enquiries by asking Mr Musson about the framework 
within which investment and voting decisions were taken. Who takes 
these decisions and under what constraints ? It became clear that 
voting decisions in controversial matters have always been taken by the 
chairman of the investment sub-committee , after receiving advice from 
the investment manager and after consulting the Fund's external 
investment advisers; in the chairman's absence, decisions are taken by 
the principal external advisers. So far as investment decisions are 
concerned, the current position is that no individual equity holding is 
permitted to exceed £1.6 million at book cost or 4.99% of the issued 
ordinary capital of the company concerned, whichever is the lower. If a 
favourable opportunity arises at short notice, the £1.5 million limit 
may be exceeded, without prior approval from the chairman, but only for 
amounts of up to £250,000 and within the 4.99%: retrospective approval 
must be obtained. Normally requests to exceed these limits require 
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formal presentation and approval by the chairman. These limits 
currently in force were introduced by Mr Fawcett, shortly after he 



succeeded Mr Martin— J enkins . Previously there were no written 



guidelines but Mr Musson told me, and Mr Martin-J enkins confirmed, that 
on non-routine matters he always consulted the chairman; there was a 
figure of 1% of the total portfolio, or about £1 million value, at which 
consultation would automatically occur. 

The Merchant Navy 1 s Purchases 

5.172 I asked Mr Musson, Mr Cummings and Mr Henderson about the reasons 
for the sales and purchases of shares by the Fund in 1982. Why did they 
shares on the 6th May and then commence buying again on the 24th 
May ? Why did they buy so many ? Why, having started, did they 
suddenly stop ? Why have they not sold ? 



5.173 Neither Mr Musson nor Mr Cummings were able to recall in evidence 
the precise circumstances which led to the liquidation of the Fund’s 
historic holding on the 6th May 1982. Mr Henderson however told me that 



when he arrived he had an initial a 
indicated that in his view the Fund' 



conversation with Mr Musson who 
I's stores portfolio was wrongly 



weighted: 




He also soon after his appointment consulted 



a number of stockbrokers , 



one of the first of whom was Mr Horner of Scrimgeour Kemp Gee. He 
decided to rationalise the portfolio; and selling the remaining House of 
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Fraser shares was part of this tidying up exercise: 



"To be absolutely honest, in discussions with Horner 
particularly, we had decided to clear up all the stores that 
were what can best be described as rabid holdings . 

This tidying-up of the portfolio was not confined to stores: 

" ... It was not just this. There were some I did not know 
anything about. There were numbers of holdings that I was 
getting shot of at around about this time". 

Other stores shares which were disposed of included Foster Brothers, 
Fine Art, and ASDA. The House of Fraser shares were sold, Mr Cummings 
told me, because his investment philosophy was that it was not 
worthwhile having small holdings; and at that stage he did not feel that 
the share had sufficient merit for the holding to be substantially 
increased. 

5.174 Shortly after selling the shares, and following further 
discussions with Mr Musson and after obtaining advice, as I confirmed, 
from a number of stockbrokers (Mr Maconochie of James Capels, Mr Sobczak 
of de Zoetes, Dr Dickman of Scott, Geoff Hancock), Mr Henderson decided, 
in consultation with Mr Musson, to increase the Fund's holding in the 
stores sector substantially. The decision was taken in two stages. The 
first, which had already been partly implemented following his talk with 
Mr Horner by the purchase of Burton shares, was to increase the Fund's 
weighting in that sector, which at the time was only some 78% of the 
Financial Times index. This decision was influenced in part by the 
Fund's success in property development of retail stores, which had shown 
there to be great scope for improved returns whilst still retaining the 
capital protection provided by a secure asset base. As Mr Musson told 
me : 
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"....The real question was that we, as a Fund, had been doing 
quite a lot of stores redevelopment, refurbishment. We had 
done one at Ipswich and we had done one at York and I think we 
had done one at Edinburgh . . . and we kept coming up against 
this point . . . that we were letting, and then getting better 
returns from the various department store redevelopments than 
the market was indicating department stores were doing". 

5.175 The good prices which Woolworths at that time received for three 
of the five stores they placed on the market confirmed this to Mr 
Henderson. He noted too, he said, that Debenhams had been active in the 
property field; and finally, he considered the abolition of hire 
purchase controls, in June 1982: 

"Then of course there was the abolition of hire purchase 

controls, which also happened in June. All of this reaffirmed 
what we thought was going to happen in terms of a boom. There 
was going to be a consumer boom" . 

5.176 The second stage was the selection of House of Fraser. That 

company was chosen as a possible vehicle for increasing the portfolio 

because in his opinion, given the value of Harrods and the company's 

properties, the shares were "extraordinarily cheap". Whereas retail 

shares generally were rising with the market, House of Fraser's had 

actually come down. Besides Burtons and House of Fraser, the Funds also 

bought at this time more GUS shares and some Austin Reed shares. Mr 

Henderson told me that he recognised at the time that his selling of the 

House of Fraser holding on the 16th May had been, in retrospect, a 

mistake. 

5.177 Mr Musson in evidence gave me substantially the same reasons for 

the purchases: The Fund was light in stores; the portfolio was a mess; 

they were optimistic that the anticipated consumer boom would benefit in 
particular the high street stores; the Fund at this time, for 
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investment reasons, sold its very large holding of BP shares, and 
required to replace them in the portfolio; their sale made available the 
necessary cash. He told me that, above all, the downside risk was in 
his view limited by the property element to which the redevelopment of 
stores at York and Ipswich by the Fund had sensitised them. Far from 
Lonrho's involvement being a factor pointing to purchase, Mr Musson 
thought they were out of the hunt: 



"....I read Lonrho as having been stopped by the Monopolies 
Commission. I did not see them as being a factor in it. I 
thought we were buying shares in a nice store company which had 
this sort of rubbish with Lonrho going on, but that Lonrho had 
been seen off ....I read Lonrho, if anything, as being 
sellers" . 



5.178 Whilst a demerger was something which might be put forward, it was 
only, in Mr Mussons opinion, one of a number of possibilities: 

"Obviously, with any company, there are all sorts of 
possibilities that you can think of that might happen". 

The surprise was that Lonrho should put it forward. But Mr Musson 
certainly sniffed the likelihood of change: 

"... I certainly spoke about seeing it as being a situation 
where change was a probability rather that a possibility. Q. 
Change? A. Change of some sort; any sort. Q. Do you mean a 
change in House of Fraser? —A Yes, we have done many 
investments like that..." 

And he thought Lonrho's involvement, on balance, to be beneficial: 

"I also had in mind the fact that the presence of Lonrho as a 
shareholder . . . would act as a stimulating force on the company 
to think of things to do ... It has stimulated them to produce 
a more coherent, marketing philosophy ... it is difficult to 
say, is it not, but would that have happened without the 
stimulus of an external shareholder?" 

5.179 Property was also, it appears, the reason why the purchases 
stopped. In early September 1982, the Fund was approached on behalf of 
the consortium which was seeking to and ultimately did acquire 
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Woolworths. Merchant Navy was asked if it wished to participate, and 
decided to do so. It s money was in principle committed, and so held 
ready, though the deal was not finalised until the 1st October 1982. At 
this stage Mr Musson and Mr Henderson decided that the Fund's weighting 
in the stores sector, now 154%, was high enough even though it fell 
short of the target of 150-170% that they originally had had in mind. 

5.180 Mr Henderson said that the Fund was unlikely to sell its holding 
while my investigation lasted. They would also if possible wish to see 
first the Iruits resulting from the very substantial capital investment 
programme which has been undertaken by the board of House of Fraser. Mr 
Musson said that the shares were not sold because of his involvement, 
since November 1982, on the National Association of Pension Funds House 
of Fraser Case Committee, and also while there remained a high degree of 
public interest in the situation. He considered that to sell now would 
not be to act as responsible shareholders. There still remained 
elements in the situation which could come right, to the benefit of 
longer-term shareholders . 

5.181 In addition to interviewing Mr Musson twice, and Mr Henderson at 
length, I also interviewed the brokers whom Mr Henderson consulted after 
taking up his appointment. Their evidence about the advice they gave to 
him, buttressed as it was in some cases by the contemporary advisory 
documents published or available to clients, confirmed what he had 
earlier told me. I also obtained from the Fund, using my statutory 
powers, and my staff exhaustively analysed, all relevant papers, 
including all its investments, and investment sub-committee papers, in 
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1982 and 1983, and the files relating to its retail property- 
developments. These too bore out their evidence. 

Voting 

5.182 Mr Musson said that in accordance with the Fund's normal 
procedures, the voting decisions on the demerger issue were taken by Mr 
Fawcett, apart from the EGM on the 4th November 1982 when he and Mr 
Fawcett were away from London and the decision was taken by the 
principal outside adviser, Mr Henry Gorell Barnes of Morgan Grenfell, 

Mr Fawcett recalled being away for both the EGMs in 1983 also. On each 
occasion he instructed Mr Musson to talk to Mr Gorell Barnes and also, 
on the later meeting, another outside adviser, Mr Derek Allan of 
Guardian Royal Exchange Assurance. The Merchant Navy voted in favour of 
demerger - though not in favour of replacing Professor Smith - and this 
was consistent with its policy towards the company and the reasons which 
had led to the investment being made. The votes clearly were in line 
with the advice given by Mr Musson to Mr Fawcett after discussion with 
his team, but it is important to notice that the decision was not taken 
in fact by Mr Musson himself. Although owing to his death I was unable 
to interview Mr Gorell Barnes, I accept that he was of the view that in 
the circumstances the stance suggested by Mr Musson was the correct one 
in the interests of the Fund. 

5.183 A significant point to bear in mind when considering whether Mr 
Musson bought the holding for any ulterior purpose is that he must have 
been aware of the procedures laid down by the chairman of the Investment 
Committee, and that it would not be either Mr Musson or Mr Henderson who 
would ultimately take decisions as to voting, though they might of 
course influence them. 
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The Alleged Links between MNQPF and Lonrho 



5.184 I now summarise the evidence I received about the other links 
alleged to exist between the Merchant Navy and Lonrho. 

The June 1982 AGM 

5.185 Mr Musson could not recall which way the fund voted, or even if it 
did so, at this AGM. But he recollected that at the time the NAPF was 
considering whether in taking powers to allot shares, companies were not 
taking to themselves too great a power. The Merchant Navy had 
previously on principle opposed the Allied Breweries/Lyons takeover, 
which the company was not at first going to put to shareholders. The 
fact that the Merchant Navy voted with Lonrho on this issue was 
therefore in accordance with its overall policy. 

Mr Musson and Mr Robinson 

5.186 Mr Musson confirmed that his eldest daughter attends the same 
class in the same school as the elder child of Mr Robinson. He has 
therefore met Mr Robinson on school and on social occasions over a 
period of some eight years. He and Mrs Musson have dined with the 
Robinsons twice. A couple of times, he told me, Mr Robinson has given 
him a lift home ±rom the City. They have talked about matters of 
general City interest, but not in particular about House of Fraser. Mr 
Robinson's evidence confirmed this. I saw more of Mr Robinson than 
perhaps any witness except Mr Rowland. Whatever his faults may be, I 
believe him to be an honest and also an honourable man. I do not accept 
that there is anything unusual or sinister in his relationship with Mr 
Musson, and I reject the allegation in the anonymous letter. It would 
k e a sa d d ay if the parents of two school friends could not meet 
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socially because of such an indirect business link as there is between 
Mr Musson and Mr Robinson. 

The Alleged Visit to Lonrho^ Offices 

5.187 I compelled Mr Willoughby to give me the name of the journalist 
from whom he had obtained the information I summarised earlier. It was 
Mr David Simpson of the "Guardian". Mr Simpson, whom I summoned to give 
evidence, said that in late August 1982 he was told by a stockbroker 
that that person had lunched with "one of the directors" of the Merchant 
Navy. Mr Simpson could not recall if it was Mr Musson or Mr Henderson. 
That person, whichever it was, had allegedly told the stockbroker, 
during the course of the lunch, that they were buying shares because 
they knew that Lonrho was planning another move in regard to the future 
structure of House of Fraser. Mr Simpson declined to give me the name 
of his informant. To attempt to resolve the impasse I asked him to 

request the stockbroker concerned to get in touch with me or 

alternatively to ask his permission for Mr Simpson to release his name. 
Mr Simpson subsequently informed me by letter that he regretted that he 
was unable to help me more, and wrote: 

"....as I said before, my informant is in a difficult position, 
and his career would obviously be threatened if it was 

suggested that he passed on conversations or information of any 
description to a journalist. At the same time, however, he has 
indicated to me, in good faith I believe, that he has no 

recollection of the conversation which I mentioned during my 
interview" . 

5.188 I have said elsewhere that I consider Mr Willoughby to be a 
truthful and accurate witness. I believe the same to be true of Mr 
Simpson. It would have been open to me to compel Mr Simpson to reveal 
the name of his informant and, on his continued refusal, to place the 
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matter before a court. I did not do so because I considered it would be 
likely, for a variety of reasons, to prove a fruitless quest; in 
particular in view of the information given by Mr Simpson as to his 
informant’s lack of recollection, I anticipated being able to place 
little reliance on his testimony even if I did discover whom he was. 

5.189 Mr Musson said that he had absolutely no recollection of any such 
conversation with any stockbroker, nor could he think of a single remark 
that could have been misunderstood to that effect. Mr Henderson gave 
similar evidence and said that he had never visted the Lonrho offices. 
In all the circumstances, I do not read any adverse inference so far as 
Mr Musson or Mr Henderson is concerned into the evidence on this matter. 

The Blackmail Allegation 

5.190 i asked both Mr Nigel Gibb and Mr Graham Shedden to give evidence 

when I heard of the allegation: both were very reluctant witnesses but 

each, in my assessment, told me the truth as they remembered it, 

distasteful though they found the experience. Mr Gibb had been a 

stockbroker from 1961 to 1974, before then becoming Sir Hugh Fraser's 

personal assistant, and thereafter the manager of House of Fraser's 

Prefix Linked Share Plan. He had been friendly for many years with Mr 

Graham Shedden who is employed by Sir Hugh Fraser. They lunched 

together from time to time, and on one such occasion, as Mr Gibb told 
me : 

"Q. You had this conversation with Mr Sheddon, apropos Sir 
Hugh, trying to discover whether he might change his 
allegiance. Was that motivated by your employers or motivated 
by your own feeling for Sir Hugh ? -A.... It was not motivated, 
in any wa Y > b Y the company. To a certain extent, I felt that I 
hao some residual responsibility to my own feelings on the 
subject, because I strongly believe that Sir Hugh is taking the 
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wrong course. I was at one stage appointed a personal 
assistant. .. .and I felt a continuing duty to recommend that he 
was in the wrong camp. Q. Arising out of that, was there a 
conversation about some of the other shareholders in the House 
of Fraser ? -A. This was before the appearance of the 

millionaires from overseas, and I think we touched on the 

Merchant Navy Pension Fund, which had just appeared on the 

scene. Yes, I was questioning their motivation, with my slight 
familiarity with investment companies and investment trusts, as 
to why they should be taking what I consider to be a fairly 
strange stance of support for Lonrho. Q. Why did you think it 
was strange ? -A. I suppose I have regarded Lonrho* s efforts 

as being fairly destructive in their purpose and I thought that 
it was not like a pension fund to take such an obvious support 
stance in what I would have regarded as a destructive attempt. 
Q. Carry on with the conversation. A. I suppose the remark 
which I rashly repeated, which probably has got itself into the 
history of this episode, was the fact that, in a fairly 
laughing manner, Mr Sheddon said: "You mean the blackmail 
case". I said: "What do you mean by that ?" He said: "Oh, I 

believe one of the officials of the Merchant Navy Pension Fund 

lives in the same village as a director of Lonrho, and I 
believe that some pressure has been brought to bear because of 
misalliances or misdemeanours of one of the officers of the 
Merchant Navy Pension Fund. That was all that was said. Q. 

What misalliances or misdemeanours ? -A. I believe he was 
associating with someone else's wife, which was not generally 
known.... the inference ... .was that someone in the Lonrho 
hierarchy was aware of this and putting his knowledge to some 

use Q. Mr Shedden referred to a Lonrho director living in 

the same village ? -A. He did he did say it was a director. 

Q. Did you know whom he was talking about or did he identify 
the person ? -No." 



5.191 Mr Shedden was quite sure it was Sir Hugh who had been his 
informant, and that the remark had been made in April or May 1983: 



Q. Having had that discussion ... .or chat, Mr Gibb said he moved 

on and then he said: "After that Mr Shedden said "Oh, you 

mean the blackmail case". I said: "What do you mean by that ?" 
He said: "Oh, I believe one of the officials of the Merchant 
Navy Pension Fund lives in the same village as a director of 
Lonrho and I believe that some pressure has been brought to 
bear because of mis-alliances or misdemeanours of one of the 
officers of the Merchant Navy Pension Fund". It seems a pretty 
clear recollection he has of a discussion about a blackmail 
situation , as he understood yon to say. It is that 

conversation I am interested in hearing your part of. . . . —A. I 
certainly do not have Mr Gibb's recall of that much wording of 
any conversation. I do not recall — I have to be honest — 
saying that to him, but I have to say that comment was made to 
myself, something to the extent that there was something in the 
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Merchant Navy Pension Fund (this particular fund) and a fund 
manager or someone had some hold on him or something like that. 
I think those were the words that were used to me. I do not 
remember discussing it with Nigel Gibb but that certainly has 
been said to me. Q. It sounds as if you would have done, if it 
was something you knew. -A. Yes, if he is that clear about it 
then I must have mentioned it to him. I certainly do not 

remember saying it to that extent. I am not aware of any 

village connection or someone living in the same village. I do 
not know that. Q. And you do not to this day know that ? -A. 

No. Q. What was it that was informed to you then about it ? 
-A. I think Sir Hugh said it to me just, really, as much as I 
have said. Q. How did that come up ? -A. I really do not 
recall. It must have been at the time of one of the meetings. 
Perhaps we were discussing how the voting was going to go and 
how close it was going to be. I really do not recall but I 
certainly recall that he said something to me about that fund - 
that some fund tended to vote for Lonrho or something. Q. Did 
he say for what reason ? -A. As I said, I think in terms of 

someone had some hold over one of the fund managers , or the 
fund manager, I do not know.... Q. Did you gather how Sir Hugh 
knew a thing like that ? -A. I really did not want to 

know 1 prefer not not to be involved which is I think not 

unreasonable.... Q. Are you sure it was Sir Hugh and not some 

other person who said this to you ? -A. Yes. I am quite sure it 
was Sir Hugh”. 



5.192 I have no doubt whatsoever that both Mr Gibb and Mr Shedden were 
truthful witnesses, and that they were broadly correct in their 
respective recollections. Sir Hugh strenuously denied having either 
said this, or anything like it to Mr Shedden, or that he was even aware 
of such gossip, still less of such a situation. I prefer the evidence 
of Mr Shedden to that of Sir Hugh on this matter: Mr Shedden' s attempts 
early in his evidence to avoid speaking of the subject gave a compelling 

ring of truth to his evidence when he was unable to avoid a direct 
answer . 



5.193 But merely because Sir Hugh said what he did is no evidence of the 
truth of the suggestion, which could as easily be founded on slander or 
gossip. I therefore asked questions and made enquiries both of Mr 
Musson and Mr Henderson, and of other witnesses, about the matrimonial 
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situations of Mr Musson and Mr Henderson. I found nothing at all 
adverse, no evidence of any matter in the behaviour of private lives of 
Mr Musson or Mr Henderson which would have exposed them to any such 
leverage - even had either been the sort of person who would have 
succumbed to it, which in my judgement they are not. Salacious and 
unfounded rumours of this kind are, unhappily, a not uncommon feature of 
life. The warped vision of their originator sees mountains where not 
even molehills exist and then uses them to explain things of whose true 
cause he is unaware. That I believe is what happened in regard to this 
allegation, which I reject. I am fortified in this conclusion by my 
sure belief that Mr Robinson, who must be the director referred to in 
the slander, would in no circumstances be a party to any such plan. 

Mr Musson * s Meeting with Professor Smith and Mr Rowland 

5.194 As I have already mentioned, a number of contacts took place 
between Mr Musson, Professor Smith and Mr Rowland. Professor Smith 
gained the impression that Mr Musson had a working relationship with Mr 
Rowland: this is denied by both Mr Musson and Mr Rowland. 

5.195 Professor Smith said that during their lunch on the 4th October Mr 
Musson said that he did not know Mr Rowland very well, but as a newcomer 
he might be more successful at getting the two sides together, which was 
something he was very anxious to do. Shortly afterwards he rang to say 
that he could arrange a dinner fairly soon. The meeting would take 
place at the Chesterfield Hotel. Professor Smith thought this speech 
"rather strange and particularly strange, for somebody that did not 
actually know Rowland at all". In the event, for various reasons the 

dinner did not take place. 
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5.196 Mr Musson said that when he offered to arrange the dinner, he did 
not know whether he could do so, for he had never met Mr Rowland before 
but : 



"I thought it was worth a go. So I phoned up Terry Robinson, 
who I knew in a social way as I mentioned before, and said that 
I would like to - I am trying to recall - come around to see Mr 
Rowland; would that be possible? I did not know where he was 
or anything. I wanted to discuss the possibility of a meeting 
with Professor Smith. I went around and had a meeting. I 
expected him to be much taller and not look so old. But 
anyway, he said: "Yes, he would be interested". So I then 
phoned up Professor Smith and said: "Yes, he would be 
interested". Professor Smith said: "Well, can you fix 
somewhere to go?" I said, "What about the Savoy?" He replied 
" No, we cannot meet at the Savoy", so I booked a private room 
at the Chesterfield Hotel. Then it was all called off. So I 
s^ill 1 eel disappointed that somehow or another they could not 
have got together. But, you know, it is one of those things". 



The evidence of Mr Robinson and Mr Rowland confirmed this. 



5.197 On the 18th May Mr Musson and Professor Smith met at the offices 
of the Metropolitan Estates Property Company. Their host, and the man 
who had brought them together, was Mr Christopher Benson, managing 
director of MEPC and also a House of Fraser director. Professor Smith 
was struck by the fact that Mr Musson' s suggestion - put the demerger 
issue to one side while the two of you get together - was identically 
the message he was then receiving from Mr Rowland. He also noted that 
Mr Musson appeared to know about the proposition that Mr Spicer's 
removal should be balanced by that of Mr Sharp. 

5.198 Professor Smith and Mr Musson agree that at this meeting Mr Musson 
expressed lack of confidence in the House of Fraser's management. Mr 
Musson said that this stemmed from the view expressed by the firm's 
consultant, and supported by the management, that even an inferior 
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location could be over-come if enough money was spent on a store: his 
own experience taught him that this was wrong. This was while the Case 
Committee was examining the demerger. 



5.199 Mr Musson said he had been surprised to receive Mr Benson's call. 
While he encouraged Professor Smith to talk to Mr Rowland, in order to 
try to secure a modus vivendi, he did not envisage himself playing any 
part in those discussions. Membership of the Case Committee had enabled 
him to be well-informed as to the facts, and as to Lonrho's and House of 
Fraser's motivations as he saw them: 



Q. The impression given to others at that meeting was that you 
seemed to know a lot about the Lonrho motives in proposing a 
demerger. Do you accept that might be a fair impression given? 
If so where did they get it from ? A. From the Case 
Committee, it might well have been. Q. Had you already met 
the Lonrho directors ? A. We were bombarded by everybody, and 
I think, quite rightly, the Committee had taken the view that 
nobody should be denied access to the Case Committee to put 
their point" . 



5.200 On the 26th May Mr Musson telephoned Professor Smith. Besides 
informing him of the "bid" he had received for his shares which it 
emerged later came from Mr Mair (paragraph 6.(B)92), he asked about 
current relations with Mr Rowland and, on being told that Mr Rowland was 
being unco-operative, undertook to telephone him. In the event Mr 
Musson did not telephone him. 

5.201 On the 27th June there was another meeting between Mr Musson and 
Professor Smith, again held at the Professor's initiative. This was at 
the Howard Hotel and lasted for about half an hour. Professor Smith 
said that he asked to meet Mr Musson to see whether there was any way of 
defusing the situation. Mr Musson remained critical of the House of 
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Fraser management and nothing eventuated from the meeting. 



Conclusions 

5.202 I am satisfied that the reasons which Mr Musson and Mr Henderson 
gave to explain the Merchant Navy's purchases of House of Fraser shares 
and for their retention are the truth, and that no sinister link exists 
between the Merchant Navy and Lonrho. His own and other evidence showed 
that Mr Musson is an unusual fund manager with considerable 
entrepreneurial skills and a clearly defined policy, which concentrates 
on taking large high-profile stakes to maximise capital gains. Mr 
Henderson is of the same school and told me: 



" People tell us that our portfolio is individual. We like 

to think it is a jolly good portfolio, but everybody has their 
different ways ol doing it. I think we are seen to be 
reasonably unconventional. Was it Maynard Keynes who said: 
"In the public eye it is better to fail conventionally than to 
succeed unconventionally". I think to some degree we look at 
things in an unconventional way because we find that tends to 
be profitable....! discussed with Geoffrey fairly 
openxy . . . .Obviously he has got to know the way I am thinking, 

and 1 have got to know the way he is thinking Things like 

the decision to sell. . . .£11 million of BP, is not a decision 
that i would take without informing Geoffrey and discussing it, 
there is a certain element of arse protection which is also 

really rather important, going to the trustees But you need 

to carry your trustees with you on these things. They delegate 
the responsibility to you. They think you are sensible ... .You 
would not like them ever lo consider that you had quietly gone 
off the top". 



I believe this attitude jointly adopted by Mr Musson and Mr Henderson, 
taken together with the circumstances I have retailed above, fully 

explains why the Merchant Navy invested so heavily in House of Fraser at 
the time when they did. 
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SIR HUGH FRASER AND LONRHO 



The Background 

5.203 The holdings of the Fraser Trusts and family in 1983 amounted to 
5.86 million shares, the largest holding after that of Lonrho. Since 
January 1981 they have invariably been voted in tandem with Lonrho. Sir 
Hugh Fraser himself has clearly been one of those "able . . . materially 
to influence the policy of the company", for he was chairman until 1981, 
and is the son of the creator of the company as it is today. Scottish 
shareholders in particular showed him a personal loyalty; since his 
deposition the family holdings, of which he is a trustee, have continued 
to ensure that he remains an influence . 

5.204 My enquiries into Sir Hugh's involvement have necessarily covered 
a very wide field in view both of his controversial position until 
January 1981 and because of the nature of the allegations made by each 
side. I have found in the end however that for the purposes of my 
report it has only proved necessary to focus in detail upon the events 
immediately leading up to his deposition as chairman, and to report also 
upon certain subsequent matters: some earlier events I have found 
relevant but mainly as background. Serious students of the affairs of 
House of Fraser will find them chronicled in detail in chapter 4 of the 
Monopolies Commission report dated the 9th December 1981, upon which I 
have drawn for the summary that follows : 

(a) In March 1977 Lonrho bought from the Fraser trusts and 
family some 24.5% of the issued capital of SUITS, who in turn 
then owned 10.29% of House of Fraser; 
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(b) In September 1977 Lonrho purchased 23.5 million House of 
Fraser shares from Carter Hawley bringing their total holding 
up to 19.5%, and in addition obtained an option over the 
remaining 1 . 16% of the equity that Carter Hawley owned ; 

(c) Lord Duncan Sandys and Mr Rowland then replaced two Carter 
Hawley nominees as directors upon the board, whose chairman was 
Sir Hugh Fraser; 

(d) In June 1979 SUITS (after a reference to the Monopolies 
Commission) became a fully owned subsidiary of Lonrho, who 
thereby became direct owners of almost 30% of House of Fraser; 

(e) Between March 1979 and January 1981 widely publicised 
disputes occurred between Lonrho and the board of House of 
Fraser led by its chairman, over 

(i) the level of dividend for 1979/80 and the composition 
of the board, culminating at the AGM in June 1980; 

(ii) disagreements over the appointments of Professor 
Smith and Mr Sharp as directors in August 1980, and the 
establishment of an executive committee from which the 
Lonrho directors were excluded; 

( iii ) disagreements as to the granting of service contracts 
co various directors, including Professor Smith; 

(iv) disagreements about the proposed sale and leaseback 
of the D H Evans property which was finally resolved at 
the EGM on the 20th January 1981. 
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The Sale and Leaseback of D H Evans 



5.205 I describe elsewhere in this report the circumstances surrounding 
the decision taken by House of Fraser to sell the freehold of its D H 
Evans building to the Legal & General, whilst retaining its use by 
leasing back the premises. It is of passing interest that part of the 
early expansion of House of Fraser, as Lady Fraser of Allander told me, 
had been financed by her late husband in that same way. For present 
purposes it is only necessary to recollect that the idea to do so in the 
case of D H Evans emanated in my opinion from Sir Hugh, and to note that 
he, as chairman, was the standard bearer for the board in the proxy 
battle which culminated in the defeat of Lonrho at the EGM in Glasgow on 
the 20th January 1981. That battle was certainly fierce, but some might 
say not particularly cleanly, fought. Sir Hugh, Professor Smith and Mr 
Sharp, supported by Warburgs and Cazenoves, had toured the City seeking 
the votes of institutional shareholders, as had the Lonrho directors on 
their part, in the months preceeding the EGM. To the professional 
advisers of House of Fraser it seemed in early January 1981 that the 
tide of battle was flowing their way. 

5.206 It was against this background that there occurred in rapid and 
surprising succession the following sequence of events. 

(a) on the 16th January 1981 Mr Gilmour of Carr Sebags, then 
the brokers to Lonrho, appeared at Warburgs to allege that; Sir 
Hugh not only had re-commenced gambling but also that cheques 
to cover his losses in gaming clubs had not been met; Mr 
Gilmour also hinted that Lonrho might be minded to sell its 
entire holding, an intimation to which Lord Garmoyle responded 
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with joy in his heart by letter that day; 

(b) on the 19th January in a letter addressed to Sir Hugh, Mr 
Rowland repeated his complaint about gambling; shortly before 
it had also began to surface in the press ; 

(c) Lonrho then unsuccessfully attempted to secure the 
postponement of the EGM due to be held within days on the 20th 
January; 

(d) Sir Hugh was questioned by some of his fellow directors, 
assured them that he had no outstanding gambling debts, and 
offered by letter to the three non-executive directors to 
resign as chairman if they felt he should do so; they did not 
so consider and told him so; 

(e) when the EGM took place Sir Hugh, possibly anticipating 
questioning about his gambling, appeared ill at ease, and Mr 
Rowland seemed to some to be deliberately trying to unsettle 
him; 

(f) at the board meeting held that afternoon Mr Rowland spoke 
and also tabled a strongly-worded statement calling on Sir Hugh 
to resign as he had issued many dishonoured cheques , and 
stating he was unfitted to be a director, let alone chairman, 
of any public company, particularly House of Fraser; 

(g) at a meeting immediately thereafter Sir Hugh agreed to 
provide by the end of the week the details to his 
fellow-directors of the extent of his gambling at three named 
casinos since August 1980; 

(h) on the 21st or 22nd January Sir Hugh told Mr Crossan and Mr 
Willoughby that he had arranged to meet Mr Rowland at Troon; 
their attempts to dissuade him failed, and he refused to allow 
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any other director to accompany him; 

(i) arrangements were made by Lonrho following the EGM to put 
their entire shareholding up for sale by tender, to be 
advertised in major newspapers worldwide as "the share sale of 
the century" ; 

(j) the meeting at Troon on the 22nd January between Mr Rowland 
and Sir Hugh resulted in a public announcement to the press of 
their reconciliation and a public statement of support by Mr 
Rowland for Sir Hugh as chairman; 

(k) the share sale of the century was cancelled immediately 
after the Troon meeting; 

(l) Sir Hugh also then decided not after all to provide the 
board with details about his gambling; 

(m) then followed consultations between the directors of House 
of Fraser both internally and with their advisers, Warburgs and 
Cazenoves , and a chance meeting between Sir Hugh and most of 
his board at Barkers on the 23rd January, soon after, at his 
request, Mr Scholey of Warburgs and Mr Richardson of Cazenoves 
had met him near London Airport to discuss the situation; 

(n) discussions between the board themselves and with their 
advisers, as to whether to replace Sir Hugh as chairman, and if 
so by whom, took place during and after that weekend; 

(o) at the board meeting on the 28th January 1982; (i) The 

board voted to replace Sir Hugh as chairman by Professor Smith; 
and (ii) Mr Rowland announced that Lonrho had issued to the 
press an announcement of a bid for House of Fraser; 

(p) that bid was subsequently referred to the Monopolies 
Commission, who reported in December 1981, and thereafter the 
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Secretary of State obtained from Lonrho the undertakings set 
out in paragraph 1.16 above. 



The Allegations bo be Investigated 

5.207 This drama which took place in 12 days from start to finish, gave 
rise at the time , perhaps not surprisingly , to rumour and innuendo as to 
Sir Hugh's motivation, and in due course to the allegations by Lonrho 
and House of Fraser respectively which I have had to investigate. The 
questions which I must answer include: 

id? is it true, as both Sir Hugh and Mr Rowland allege, that 
Sir Hugh was opposed to the D H Evans sale and leaseback, which 
was forced upon him by Warburgs with the help of their 
directorial proteges, Professor Smith and Mr Sharp, as part of 
their crusade to thwart Lonrho and to retain control of House 
of Fraser? (this I discuss in chapter VI); 

(bj was the deposition of Sir Hugh as chairman a decision 
freely taken by the board, or was it forced upon them, and 
orchestrated, by Warburgs as a result of Sir Hugh's announced 
intention following the Troon meeting henceforward to work in 

co-operation with Lonrho? (this also is considered in chapter 
VI) . 

(c) why did Sir Hugh, who had successfully led the board in the 
battle over D H Evans and who had been hurt and humiliated by 
Mr Rowland in front of his own board, including men who had 
served both his father and himself their whole working lives, 
indulge in what in the circumstances seemed an astonishing 
volte-face at Troon? Did Mr Rowland have some hold over him 
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that forced him to do his will? 



(d) has Sir Hugh's subsequent support of Lonrho stemmed from a 
genuine reconciliation at Troon, or does there lie somewhere in 
the background a more sinister explanation? 



Sir Hugh's Character 

5.208 It is in my belief impossible to start to comprehend the 
motivations of Sir Hugh without first understanding his character. Sir 
Hugh, as those who had known him well both as friend and in business for 
many years made clear to me, is a complex man, with great strengths 
matched by considerable weakness. I have restricted my enquiries to 
matters relevant to the issues before me and have not considered his 
private life save where this is strictly relevant. 



5.209 Mr Paterson, his personal assistant from 1970 until he resigned 
from House of Fraser out of loyalty when he was deposed as chairman, 
gave evidence which was to the same effect as others, some of whom had 
known him since his teenage. I accept the picture they painted: 



"... he is a very loyal person himself . He is an extremely 
generous person. I think he is a very, very good retailer ... 
he is wonderful with people, rather like his father was. He 
always remembers . . . all his employees — and he was always 
thinking of them and would visit them. I don't think he was 
the financial wizard that his father was ... he is a i airly 
impetuous sort of chap and fairly sober . But he had this 
dreadful impulse to gamble. It was a total weakness and I and 
several others of his colleagues tried desperately to stop him, 
but it proved virtually impossible". 

Mr Philip Hawley, the chief executive of Carter Hawley, once a director 
of House of Fraser, and upon whose American board Sir Hugh had served 
for some years, confirmed his business skills: 
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I have thought of him as an excellent retailer ... over 
the years I have known him. I would not want to commingle that 
with my opinion of his private life ... he is particularly good 
at assessing consumer trends . . . both upwards and downwards . . . 
he was particularly effective with the work people in House of 
Fraser ... a very good motivator of his management ... at the 
time we would visit stores together my sense was that in those 
early years he was particularly well-regarded . . . that was a 
personal skill not a legacy of his father ... my associates (in 
our American stores) ... came to judge him as an exceptionally 
good merchant". 



b.210 Mr Richardson, who had known him well and clearly retained a real 
affection for him, saw and spoke of a different side of his character 
when giving evidence about the appointment of Professor Smith: 



"... (at the time of Professor Smith's appointment) I saw him 
as Hugh Fraser's right-hand man. But I knew Hugh Fraser was 
iiOt, a strong enough man to stand up to the perpetual Chinese 
water torture that Tiny Rowland was going to produce ... I saw 
him as a father figure for Hugh Fraser which I think he 
desperately needed. I think the loss of Hugh Fraser's father* 
the real Hugh Fraser, was the major factor in Hugh Fraser's 
life. I was looking for a semi— father figure of great strength 

— Hugh was a very charismatic creature he had a flair for 

retailing ... he had a peculiar sense of the profitability and 
turnover of goods ... he was a different person when he went 
iiiiu a shop than the somewhat stumbling figure who appeared in 
the City. He grew in stature as he went into each of his shops 
...he was a man of quite a lot of charm and great weakness. 
But mentally one felt like putting one's arms around his 
shoulders and seeing if you could help him. I had a great 

liking for him as a person, apart from his appalling weaknesses 
(in his private life)". 



5.. ill Mr Gibb, to whose evidence I refer elsewhere, who had left the 

Glasgow Stock Exchange to become Sir Hugh's personal assistant and who 

is now manager of House of Fraser's Employee Profit Share Plan, knew him 
as : 



"... very likeable ... bright, breezy and open; good fun ... he 
says he will do something and then he meets someone else who 
says he should not do that, and he would change his mind a 
great deal ... his gambling was a disease, certainly in my time 
*.** he likes always to be right; he will walk away from a 
situation if he is wrong and just leave it; he will not try to 
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sort it out ... in my view he has very few close friends. 

... Q. A strong man? A weak man? A. Weak I would say. I 
think he is easily swayed and that is why Mr Rowland impresses 
him ... He ... knew he was very impressed with him right from 
the outset of his association with him. But there was a 
fallout at one stage when Sir Hugh . . . resigned from SUITS and 
Mr Rowland was so clever that he won him round again". 



The Conflict with Mr Rowland 

5.212 It was this man who, after the long slog of persuasion in the City 
to win the proxy war, suddenly in mid-January found himself exposed to 
the full rigour of Mr Rowland's onslaught. On the 16th January Mr 
Gilmour of Carr Sebag & Co., at that time brokers to Lonrho, called upon 
Warburgs. As he explained to me: 



" — I was used as the messenger boy to tell Warburgs of Hugh 
Fraser's gambling ... Tiny told me ... he said a friend of his 
had rung him up and told him that he would no doubt like to 
know that Hugh Fraser . . . had been gambling and the cheques had 
been returned" . 

5.213 On the 19th January Sir Hugh received a letter from Mr Rowland 
stating that two cheques drawn on the 6th January totalling £6,000 at a 
London casino had been dishonoured on presentation, that on the 17th 
January, the day after Mr Gilmour' s visit, they had been redeemed by 
another casino operator, that Article 84(1) (c) of the House of Fraser 
Articles ipso facto vacated from office any director if he became 
insolvent and ending: 



"In view of the foregoing we require that the EGM convened for 
tomorrow be adjourned sine die and that you inform the 
directors of our requirement". 



5.214 When this latter requirement was considered, legal advice given 
was to the effect that even had the board wished so to do they were not 
empowered to comply with the demand: and Sir Hugh replied by letter 
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saying that and also that he had been advised that Article 84 had not 
been breached. Next day the EGM took place, the press were in clamorous 
attendance, questions were anticipated to the chairman on the subject 
from the floor. One eye-witness at that meeting told me: 



"Hugh was in an extremely nervous, excitable, shaky state, ... 
I think he was panic stricken about the possible exposure at 
the meeting in front of all those people, about the news of 
those bounced cheques . . . Hugh exudes quite a bit of 
self-confidence normally. He was in a very excitable state, 
sweating like hell and very nervous. He was being barracked by 
Tiny Rowland who was sitting about two places along on his 
left. Q. How do you mean barracked. - A Muttering and mumbling 
.. generally adding to Hugh's state of apprehension. Stage 
whispers were what he was indulging in.... so Hugh was very, 
very nervous 



5.215 In fact no questions were asked, the press were kept at bay, and 
the meeting concluded with a conclusive vote in favour of the board's 
policy on sale and leaseback. After lunch the directors convened for 
their board meeting. Right at the outset Mr Rowland made an oral 
statement and then distributed a summary to those present. It read in 
part: 



"... In our letter we said that having regard to your conduct 
in drawing cheques for gaming tokens which cheques were 
dishonoured - we refer to two cheques only but, as you know Sir 
Hugh, these are but two of very many issued for your gaming 
activities which have been dishonoured in recent months . . . you 
say that you had disclosed (to the directors) such information 
as appears relevant - have you Sir Hugh disclosed the 
information about all the other dishonoured cheques — and if 
. . . not . . . are you prepared so to do? . . . Forgive me if I say 
so, but from the manner in which you conducted the meeting it 
appeared to many present that you feared that these matters 
would be raised and it was presumably for this reason that you 
attempted to prevent questions being raised from the floor . . . 
Our point is not the technical one as to whether you have 
disqualified yourself from office but the much wider one as to 
whether in the light of your conduct you really feel that you 
are fit to serve as a director, never mind chairman, of any 
public company, let alone a company like House of Fraser. 

Hugh, we did not raise the matter in the meeting because we did 
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not wish to embarrass you in your City in front of those who, 
being ignorant of your conduct, continue to give you their 
support . . . those institutions ... would at the very least have 
abstained . . . had they known that whilst you sat persuading 
them of the propriety of your cause your own propriety was 
totally lacking. Hugh, I believe you have no right to continue 
in your office and you should step down now". 



5.216 The board minutes record that in his oral statement Mr Rowland 
also said: 



"The Institutional Chairman and the Deputy Governor of the Bank 
of England should be informed, and that to dishonour a cheque 
was an offence ... Mr Rowland pressed Sir Hugh to (tell) the 
board how many cheques had been dishonoured. Sir Hugh said the 
cheques were dishonoured because of a special arrangement with 
his bankers". 



5.217 Previously in a letter dated the 19th January 1981 addressed to 
the three non-executive directors, Mr Humphries, Professor Smith and Mr 
Sharp, Sir Hugh had written: 



" . . . Occasionally in recent months I have visited three casinos 
where I have experienced small gains and losses. In the case 
of my losses my banks are instructed not to pass cheques from 
casinos ... I can assure you all my outstanding debts have been 
paid and I do not owe a penny to any casinos. In the light of 
these circumstances I think it only right and proper to offer 
my colleagues my resignation ... if you so desire. I therefore 
wish to place my future in your hands" . 



The trio considered together and concluded and told him that he should 
not resign. But now they and the whole board were faced with a 
different situation if Mr Rowland's allegations were true, for they had 
till then only been aware of two dishonoured cheques, those mentioned in 
Lonrho's earlier letter. What was the true position about Sir Hugh's 
gambling? How many cheques had bounced? The thought must have passed 
through the minds of all present. 
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Sir Hugh* s Gambling 

5.218. I have received evidence that by January 1981 Sir Hugh owed money 
to three casinos in London. In a letter in July 1979 a casino had 
acknowledged receipt of a cheque for £52,000 but required payment "of 
the outstanding account for £100,000". But, for reasons that will 
appear, I am satisfied that by January 1981 his total debts amongst all 
the casinos did not exceed some £45,000, though he had over the previous 
six months lost much more. 

5.219 Sir Hugh's problem in January was cash-flow and liquidity, for he 
had, and still has, ample assets. I believe it was not his overall 
financial position which made him nervous but rather the knowledge that 
if the extent of his gambling became known, together with the fact that 
cheques had been dishonoured, his public credibility would have been 
shattered and those family and friends to whom he . had made promises 
would have been disappointed. It was clear from the evidence that 
immediately after Mr Gilmour's visit to Warburgs Sir Hugh exhibited his 
fear. Mr John Aspinall, whom I summoned and who gave evidence of 
confidential matters unwillingly, remembered being telephoned in the 
middle of the night by Sir Hugh who said: 

"... I have got ... an annual general meeting coming up and I 
am going to be questioned by hostile people that I owe gaming 
clubs and I have issued unpaid cheques and this is disastrous 
to me . . . will you pay this for me and Paterson will repay you 
in a week" . 

5.220 Mr Aspinall said that he dared not do that for licensing reasons, 
but that by chance a mutual acquaintance learned from him of Sir Hugh's 
predicament and lent the money. Whatever may be the fact as to that, 
the result was that the debts were then settled and, as promised, on the 
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22nd January, having sold certain assets, the loan was repaid in cash by 
Mr Paterson, who took to London £44,000 to do so. Mr Paterson, Sir 
Hugh's personal assistant since 1970, dealt with all his financial 
affairs. He explained to me that to prevent if possible, or at least to 
control, Sir Hugh's gambling propensity, he had adopted the deliberate 
policy of delaying payment of gambling cheques, for whilst these 
remained outstanding the casinos refused Sir Hugh more credit. So he 
had instructed the banks not to meet any casino cheques without his 
express authority. Thus it was that over the previous months a number 
of cheques had been returned, although in fact Sir Hugh was not 
insolvent: the problem was one of liquidity, and of course worry about 
the drain upon his capital. 

5.221 On the 19th January Mr Rowland's letter was hand-delivered to Sir 
Hugh. Sir Hugh assured his colleagues that he no longer had outstanding 
debts, as was indeed the case, and with his permission Mr Paterson, at 
Lord Garmoyle's request, had made enquiries at all the casinos to try to 
discover how Lonrho knew what they apparently did. The Knightsbridge 
Sporting Club amongst others assured him they were not the source of 
Lonrho ' s information. Sir Hugh himself was clearly deeply worried about 
what Lonrho might do for when he had telephoned Mr Aspinall he had said 
"someone might want to buy those cheques from you"; Mr Aspinall s 
reaction was that: 

"his fear was paranoiac of what was going to happen to his 
debts . . . but he certainly had that fear . I said "I do not 
think anyone is going to sell your cheques. They may want to 
buy them but I do not think anyone would sell". I have never 
heard of a casino ... flogging a client's cheque". 



- 211 - 

Printed image digitised by the University of Southampton Library Digitisation Unit 



5.222 On the 29th January 1981 the New Standard newspaper carried, under 
the headline ’Sir Hugh: Lonrho chief had me followed to casinos to check 
on my gambling' , an article in which Sir Hugh was reported as saying: 

"... I admit I was gambling again. I was doing the rounds of 
the casinos and losing heavily ... I got to hand it to that 
private eye ... he even knew about the couple of pounds I 
pumped into fruit machines when leaving the casino" . 

Credence was given, by Sir Hugh's contemporaneous fears and attitude, to 
the suggestion made to me that perhaps the Troon meeting and Sir Hugh's 
surprising volte-face occurred because "that private eye" had discovered 
things which placed Sir Hugh in Mr Rowland's power; or perhaps, as it 
was put to me by Mr Sharp: 

"... I attribute weight to the gambling theory, either that he 
(Rowland) bailed Hugh out, or lent him some money, or knew more 
at that stage than was exposed publicly". 

Accordingly it has proved necessary for me to investigate this matter. 

The Source of Lonrho * s Knowledge 

5.223 Sir Hugh agreed he had made the statement in the press attributed 
to him but said: 

"I had no proof in saying that at all, none ... I just surmised 
that is what had happened" . 

fcu Rowland categorically denied Sir Hugh had ever been followed at his 
instance and told me he had first learned of Sir Hugh's return to 
gambling when an ex— employee of Lonrho whom he had known well as general 
manager of Lonrho in the early days of Africa, Mr Colyn Braun, came to 
his office and told him. I called Mr Braun to give evidence and he 
confirmed it was so. He told me he was part-owner of The Knightsbridge 
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Sporting Club, where Sir Hugh had gambled in 1980: 



" . . . He was a very big punter and caused problems from time to 
time with his payments ... we had been getting (similar) 
information from other casinos for some considerable time. 
Q... Did you tell anyone outside the casino? -A. I only told 
Rowland ... I had read in the press what was going on ... I was 
rather concerned and I knew (Rowland) very well and the type of 
person (Sir Hugh) who was involved with him therefore I felt it 
was a good thing to tell him what was going on . . . Q. Because 
of your past friendship? -A. Exactly. I knew it was a major 
deal that he was doing, and I think it was a caveat for him. I 
would do it for any of my friends ... I gave him a photostat of 
the cheques I think ... so far as I recall the figure totalled 
about £5,000 ... (Rowland and I have had) a very close 

association over the years . . . latterly I have only seen him 
about every 18 months or so" . 



5.224 I regret I was not very impressed by Mr Braun as a witness. On 
the other hand his evidence accords both with what was said by Mr 
Rowland at the time, in particular to Mr Gilmour, and with what he wrote 
and said to House of Fraser. Mr Rowland gave evidence to the same 
effect. There is no evidence to the contrary. I have reached the 
conclusion that Lonrho learned of Sir Hugh's gambling basically in the 
manner described by Mr Braun, though 1 retain a sneaking suspicion that 
enquiries may first have emanated from Cheapside which led to the 
provision of the photostated cheques. I am satisfied that Sir Hugh was 
not followed and that Mr Rowland was not provided with information by a 
private detective. 

The Reconciliation at Troon 

5.225 But there still remains to be explained the puzzle as to why Sir 
Hugh went to Troon, there to become reconciled with Mr Rowland. That he 
did so is, to say the least, surprising. He had, as those close to him 
observed, been bruised by some of the Lonrho circulars issued during the 
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D H Evans dispute; by the intrusion into the public domain of his 
gambling, which he indignantly regarded as solely a private matter; the 
press publicity must have been hurtful, and many believed at the time 
that these stories had been deliberately planted within the media by 
Lonrho - Sir Hugh would not have been human if that thought had not 
crossed his mind too; he had been forced by Mr Rowland's disclosures to 
put his continuance as chairman in the hands of the three non-executive 
directors, with two of whom he was not on particularly good terms; he 
had been put under considerable pressure by the letter of the 19th 
January; the EGM must have been a painful experience for him; then he 
?ad been humiliated by Mr Rowland at the board meeting in front of all 
ii™b colleagues when he was described as unfit to be a director let alone 
chairman of House of Fraser; there remained the looming threat of more 
pressure, and perhaps revelations to come. 

5.226 lt is also relevant to remember that Mr Rowland also somersaulted 
with some dexterity and speed, from the position of saying on the 20th 
that Sir Hugh was unfit even to be a director, to announcing on the 22nd 
that he fully supported him continuing as chairman of House of Fraser. 
Was the whole affair designed by Mr Rowland as a step in his campaign to 
gam control of House of Fraser and become chairman of Harrods? What 
were the reasons and explanations underlying what happened? Did 
something sinister lie behind the rapid changes of posture by both men? 
Or was there some natural and rational explanation? 

After the Board Meeting 

5.227 I have been enabled to view the board meeting with its aftermath, 
the reconciliation at Troon, which in turn led to the deposition of Sir 
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Hugh as chairman, through many different eyes, including those of Mr 
Rowland, Sir Hugh, Professor Smith, Mr Sharp, Mr Robinson, Mr Humphries, 
Mr Gossman, Mr Willoughby, Lord Garmoyle, Mr Richardson, Mr Paterson, 
and Lady Fraser of Allander. The sequential recital of the 
meetings and conversations that took place presents no problem; what is 
more difficult to assess, and is crucial to understanding what occurred, 
is the psychological effect upon those invloved, including Sir Hugh, of 
the events as they occurred. 

Events in Glasgow that Day 

5.228 The effect of Mr Rowland's intervention on all the directors was 
considerable. The board would not have been human if they had not 
individually wondered whether Sir Hugh's recent assurances to them had 
been the truth; nor would they have acted responsibly to their 
share-holders had they not enquired further. Sir Hugh after the meeting 
at their request agreed that Mr Paterson should provide within a week to 
a troika of directors led by Mr Crossan a full statement of his 
gambling, both wins and losses, since the previous August. 

5.229 Mr Richardson and Lord Garmoyle had both attended the EGM. Both 
had been apprised by some institutions before coming to Glasgow of their 
reaction to the press stories about Sir Hugh, and had decided it was 
their duty to speak to him. As Mr Richardson told me: 

"... According to the stories going around at the time he was 
seen going into these places and sitting with a girl on either 
side and bottle of champagne and gambling rather ferociously at 
the same time . . . Simon Garmoyle told me this had come to his 
knowledge. He said: "This is really bad news because we have 
got the institutions to follow (the House of Fraser board). We 
believed in a new Hugh Fraser and he has reverted to his 
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previous habits" ... we decided ... to tell Hugh Fraser when we 
were up in Glasgow that we did not think there was any way that 
he could continue as chairman. I think that decision was . . . 
(finally) taken when we were in Glasgow ... I told Simon 
Garmoyle that I would support him entirely . . . when it comes 
down to the reliability of the person who is running the 
company being brought into question, I think it is then the 
merchant bankers . . . who will have to say to the chairman and 
board "We do not believe your position with the institutions 
and with the City in general is tenable unless there is a 
change". That is a totally different thing from saying you run 
the company" . 



5.230 This Lord Garmoyle at some stage told Sir Hugh, though he did not 
reveal to the rest of the board what he had said. He also spoke to the 
board after the Lonrho directors had departed. The contemporary record 
made by Mr Nicholls, which was amongst the Warburg documents I seized, 
revealed that he said that the publicity about Sir Hugh had damaged the 
board's standing; that some institutions might have voted differently 
had they known all; that Lonrho might well take advantage of the 
position to bid for the company, possibly at a low price designed to 
take them to 50%; that the board must consider its attitude to any 
future demand by institutional shareholders that it be further 
strengthened; that Lonrho might approach the major share-holders on the 
issue of the chairmanship to seek their support; that Warburgs had, when 
asked, assured institutions that though they did not ask questions of 
the chairman about his private life, they personally believed he no 
longer gambled; that in all the circumstances the board should consider 
carefully whether they wished Warburgs to continue as their advisers; 
and he offered to discuss these matters in detail whenever the board 
wished. He withdrew at that stage and the board held a private 
discussion. When they were summoned back to the room, Mr Nicholls 
noticed that Sir Hugh was no longer present. Lord Garmoyle was told 
that the board wanted to meet himself, Mr Scholey and Mr Richardson on 
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Friday the 23rd January. 



5.231 Immediately after the full board meeting and before that addressed 

by Lord Garmoyle, Mr Sharp had been present when what I believe to be a 

significant exchange took place in Sir Hugh's room: 

"... To my amazement Hugh and Tiny Rowland walked in together. 
Tiny said, "Could you leave us Mr Sharp, I hope you don't mind" 
. . . they were closeted together two or three minutes . . . then 
Hugh said to ... us "What a remarkable fellow Rowland is: do 

you know what he has just said to me - we should be able to 
sort these things out together Hugh: the problem is you won't 

meet with me". Hugh said: "I will meet you any time you like: 
I am not frightened of you". And Rowland had said: "Right, 

we'll meet Hugh specified the night but I can't remember 

(when) . . . Hugh had said "Where shall we meet?" "At the 
Dorchester" . . . Hugh said "In the restaurant in view of all 
this having happened?" and according to Hugh, Tiny Rowland said 
"I will be proud to be seen dining with Sir Hugh". It struck 
me as the most remarkable thing in view of what happened . . . 
then I and one or two others said to him "Hugh you would be a 
bloody fool ..." we exhorted him not to keep the date for the 
following week" . 



5.232 Mr Rowland's version of the board meeting and of his conversation 
with Sir Hugh was not dissimilar: 



"... I had one letter addressed to Sir Hugh and ten or twelve 
copies were handed round . . . the object was we were unhappy 
with Sir Hugh continuing as chairman ... Q. You remained of 
the view that by reason of his private life Sir Hugh was really 
unfitted to run a large company? -A. Yes". 

He then described the subsequent meeting: 

"... I think I was the only one to follow him to his room. I 
thought he would chuck me out . . . instead he said "Tiny come 
in". I remember because I saw this painting of his father, and 
I saw him and there was no animosity, no hostility towards me 
at all - none ... I said to him "Hugh I'm terribly sorry this 
has happened and I would like to think we are still friends, 
and if you would like to meet me in London do please let me 
know ..." I think we had a double handshake. I just felt he 
needed to be comforted and I wanted him to feel he still had a 
friend in me ... I understood, I thought he needed a friend at 
the moment and I wanted to be that friend - not because he had 
shares in the House of Fraser and I wanted him to vote the 
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shares ... for us in future, it never occurred to me ... I felt 
desperately sorry for him and I could not have cared less about 
his shareholding ... I wanted to be his friend. I knew he 
needed to be comforted and I was the only one prepared to do 
that. I noticed that not a single one of his colleagues, when 
he left the room, followed him. The Professor took over . . . 
Q. At that date, on the 20th January, had you or Lonrho any 
idea in your corporate mind to make a bid for House of Fraser? 
- A. None ... I made that decision with Hawley on the evening 
of the 27th ... he said to me "Tiny do you think you could 
raise £150 million to make an offer . . . because that would put 
an end to it". 



5.233 Subsequently Mr Rowland explained in more detail about the 
decision to make the bid, but first referred to Sir Hugh: 



"I am pleading to you, please, do not go for Hugh Fraser. You 
can attack me from morning to night, Mr Griffiths. I am able 
to look after myself. Q. I would ask you to do me the courtesy 
of believing that I do not go out of my way to attack anybody. 

I do what is my duty, pleasant or unpleasant. A. You tell me 
what is on your mind, and it would be quite wrong if I did not 
tell you what is on my mind. I feel desperately sorry for this 
man. He is desperately lonely. 

Q. I just wanted to be clear that your recollection is that the 
decision or the thought had firmed up as to making a bid prior 
to seeing Mr Hawley. At first you said, or gave me the 
impression ... .that the idea first came into your head when you 
spoke with him, and he said: "Why do you not make a bid", and 

you said: "My Board " A. I misled you. (To Shorthand 

Writer) : Will you put that down and make a special note, (To 
MU .. iths ) : I totally misled you, Inspector. The first time 
the idea of making a bid came to my mind is when we bought a 
strategic bid stake from Mr Ivor Kennington on October 1st, 
1977. That is when it first came into my mind. (To the 
S horthand Writer) : Would you please correct that, or make it 
clear ? (To Mr Griffiths^ : That is when it first occurred to 
me.... if I had put the public company's funds into the House of 
Fraser and paid a 50 per cent, premium to Phil Hawley and Ivor 
Kennington, I should have been dismissed on the spot. But the 
premium was justified by Ivor Kennington telling me that he was 
selling us a strategic bid stake. So therefore, the word "bid" 
came into my mind then. But getting back to your specific 
question, do you know, before you make a bid, and especially 
before you make a cash bid of the magnitude of £150 millions, 

one discusses it with one's banker or Robin will tell you 

tht it was on the afternoon or evening or, immediately before 
or after I saw Phil Hawley. It was sparked off. I saw Phil 
Hawley at the Connaught Hotel, and Hugh Fraser was there, I 

think. In fact, when I was there 1 think I am almost 

certain, but I would not swear to it Hugh Fraser was there 
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and we were talking. .. .Phil Hawley had just arrived from Los 
Angeles, and he said: "God knows how this thing is going to be 
resolved" , and he was not particularly looking forward to this 
Board meeting. I said: "What about us making an offer", 
because, after all, we had been challenged often enough by the 
journalists, including Lex, "Put up or shut up", and by almost 
every other journalist in London. We were getting sick and 
tired of the House of Fraser EGMs . So when I saw Phil Hawley, 
and when he and I spoke about the House of Fraser, it naturally 
came back to me that he had sold us a bid stake. I said to 
him: "Look, before our meeting tonight I think perhaps that we 
could or should be in a position to make an offer for the House 
of Fraser. What do you think of it, Phil ?" I am looking back 
two years. Q. Again, can I see whether I have understood it 
correctly, and correct me if I have not. A. I spoke to him on 
the telephone. Q. You bought a bid stake, as you recognised at 
the time ? A. Yes. Q. When you actually came to make the bid, 
it would depend upon a lot of factors: the market conditions; 
your own liquidity; your banker's attitude; whether or not 
these shares were so priced as to be at an attractive price; 
whether other predators might be in the field; and so on, and 
so forth. A. Yes". 



The Meeting at Troon 

5.234 Considerable controversy existed in the evidence as to how the 
meeting came to be arranged. Mr Rowland told me: 



"... I had a telephone call from Terry Robinson at 10 o'clock 
at night who said Jimmy Gossman would like to speak to you ... 

so I rang (him) . He said to me "Hugh was in a dreadful state 

and would like to meet me". I said ... "I will ring him from 
Paris tomorrow but please first let my secretary know Hugh 
wants to hear from me directly, because I would not want ... 
him to refuse my call" ... I rang Sir Hugh and he said he 

wanted to see me ... We flew from Paris to Scotland leaving 

(the others) behind in Paris to continue our other 
negotiations". 

I asked Mr Rowland to explain what he understood the purpose of the 

meeting to be: 

"A. I had absolutely no idea, none at all as far as I was 

concerned I wanted to be friends with Sir Hugh. To me it did 
not make a scrap of difference whether I flew (from France) to 

London or Scotland Q. Why did you not for instance when you 

were speaking to him say: "Sir Hugh. I am in Paris. Can you 
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give me some idea of what you want to chat about ?" -A. No, it 

never occurred to me to ask him over the telephone If he 

asks me to meet him, and if I feel that such a meeting could be 
of advantage to Lonrho. .. .obviously I would fly not only to 
Scotland but Iceland". 



5.235 Others also gave me their version of how the meeting came about. 
Mr Paterson told me: 



"...(Sir Hugh) phoned me about 1.30 in the morning and said 
"What the hell is going on ? I've had a phone call from 
Gossman. . . who told me that Tiny wanted me to phone him in 
Paris", which he did ... (Sir Hugh) said: "There is something 
funny going on. The board are having a meeting on Friday 
without me and it is suggested by Gossman and Rowland that 
they are going to kick me out of chairman if not as a 
director". I said: "I don't believe that"... I got into work 
next morning ... he said: I want you to come to a meeting with 
me at Troon ... I have agreed to meet Rowland. I said: "You 
are mad: you shouldn't meet him" ... Crossan argued with him: 
I argued with him . . . Willoughby phoned Sir Hugh and said 
"Hugh don't go and see Rowland. We have this thing working 
for you, the board are behind you, I want to assure you of 
that, old and new members alike ... we have the (gambling) 
report coming from John. Don't do it". But he was adamant. 
He wasn't trusting anyone by then ... even my credibility was 
being questioned in his own mind. He was under tremendous 
pressure . . . apart from the EGM there was the letter from 
Rowland, and the debt had not yet been paid off (re Aspinall) 
... there was a lot of press comment. As I said he really 
felt cornered". 



5.236 I also received evidence on this subject from Mr Gossman and his 
wife. I learned from them that he was on his way to a meeting in 
Liverpool when he received a telephone call from her saying: 



" * • • Mr Rowland has been on the phone and was absolutely 

desperate to get hold of me, and would I phone him back. I did 
this ... he said: "I'll tell you what has happened. I have 
jus t, had a wall to say that House of Fraser are calling a board 
meeting tomorrow at Barkers. Hugh is not being asked, and we 
Lonrho directors are not being invited. We have been told this 
meeting is being convened with a view to ousting Sir Hugh from 
the House of Fraser board" . . . Then he said "Could you get hold 
Q.i, Hugh and suggest, we meet. Tell him what is going to happen 
and tell him to let bygones be bygones. We will meet and 
discuss and see if we can find a basis of reconciliation 
whereby we can stand together against this decision by the 
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House of Fraser board;” that was simply it." 



5.237 I am convinced by Mr Gossman's evidence, and in particular that 
given by his wife who remembered Mr Rowland's phone call, that Mr 
Rowland's version of what occurred is not correct. I do not believe 
that the initiative for the Troon meeting came from Sir Hugh: it stemmed 
from Mr Rowland himself. 



The Agreement at Troon 

5.238 Mr Rowland, Mr Spicer, Mr Robinson and Mr Dunlop, after a mishap 
in flight, arrived at Troon where Sir Hugh, Mr Paterson and Mr Gossman 
were waiting. What occurred and was decided there is not really in 
serious contention, though exactly who said what differed in the 
recollection of the witnesses. I think again that Mr Paterson's memory 
is the most accurate and, as I see it, best gives the flavour of the 
meeting: 



"They arrived and coffee was ordered. Mr Rowland started 
ranting and raving about: "See this", and he produced ... 

adverts that he was going to insert in all the Saturday papers 
throughout the world . . . "Sale of the Century : Harrods for 

Sale" . He was selling his stake ... he then went into a long 
discourse . . . .Sir Hugh was saying absolutely nothing ... he was 
confused. I cannot impress upon you enough - I don't care what 
anyone else says, I know Sir Hugh better than anybody else you 
have talked to. He was very unsure of himself. He lacked 
confidence in himself and in the people surrounding him and the 
people he had backed. And Rowland hit exactly the right note. 
He said: "Do you remember Hugh when you came to me and said you 
had to clear off about £( figure given) on gambling and you had 
10 % of SUITS for sale ... I was the one who came up and said: 
"I will give you 95p a share". He went into all the details of 
that negotiation ... I was the one who took you off the hook 
with your gambling debt ... he then went over what he had done 
for him in the interim, retaining him as chairman of SUITS and 
as a director ... and that effectively Hugh hadn't ever given 
him any backing ... he said: "Why can't we stop all this 

nonsense". ... Sir Hugh said: "What's all this nonsense I hear 
about my gambling, and you spreading rumours about me owing 
money from gambling ?... John Paterson is here and he knows I 
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have always paid my gambling debts'* . He was very indignant 
about that . . . the thing gradually cooled down. Then (Rowland) 
said: "Your board are not going to back you. You know Warburgs 
from the past: they are going to kick you off the board" ... 
and you could see that Sir Hugh was thinking about this. 
Rowland said: "Why don't you and I bury the hatchet ... and get 
this company going again. All this nonsense. ... Why don't we 
all sit down and talk about it?" ... He said it didn't make 
sense , it was costing a lot of money. Sir Hugh said: "That's 
what my father always used to do, sit down and reason 
together". That was a well-known expression of his father. 
(Rowland) said: "I've got 30%; you have 6%, surely ... we 

should be able to put the company back where it should be" . . . 
I then interjected because I still wasn't happy about the 
reconciliation. I did not believe that the board would ever 
have got rid of Sir Hugh . . . they would certainly never have 
put him off the board, ever ... I pointed out to Rowland that 
... it was the Trust's money ... that Sir Hugh could not 
control. The trustees ... are not obliged to vote these shares 
in any respect the way he wants them vote. I said I had to 
make that absolutely clear. Hugh said nothing. (Rowland) 
said: "That is absolutely understood". ... So we got the 

reassurance on that ... I said: "If you are talking of a 
reconciliation . . . that you are going to have a better dialogue 
... that is one thing; but if you think by creating a 
reconciliation that you are going to be able to have Sir Hugh 
as your man on the board, you can forget it - even if he wanted 
to be, the directors would not allow it. In fact you've 
probably made it impossible for the directors to do anything 
else but fire Sir Hugh now, because of this very meeting ..." 
(Rowland) said, n We will support Sir Hugh; we are with Sir 
Hugh; there is no way that they can fire Sir Hugh so long as I 
am in charge of Lonrho; we will throw all our weight behind 
Hugh". I said: ... "I think you are too late. What can you 

do, with two directors on the board ?" I was very unhappy 
about Hugh meeting him, very unhappy. You know what happened 
after that ... they then went and phoned the press and stopped 
the advertisements ... at the finish (Sir Hugh) just said: 
"Okay Tiny, I agree with you. I have always thought you should 
have more directors on the board anyway. I'll take this 
message back to my board of directors and I will say that I 
want to stop the nonsense, that we want to sit down and iron 
things out if there is anything in future that we disagree 
about" ... they phoned the press, and Sir Hugh said: "John has 
got to go to London would you mind giving him a lift down in 
the plane with you?" And they did. They did not know at any 
time that I was carrying the cash (re Aspinall) in my case ... 
they flew me to London ... I went round to the flat ... I said 
to Sir Hugh I would like to see them . . . There were a few of 
the directors there. I said: "Look they have had a 

reconciliation meeting and Rowland has agreed to support Hugh: 
they want a better dialogue. I will not now be providing the 
information that Warburgs requested (about gambling)" ... When 
we left the meeting Hugh drove me ... and he said: "What do 

you think John ?" And I said: "I think there's going to be one 
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God Almighty row. I don’t think you should have shaken hands 
with him without discussing it with your board; it is out of 
character and unfair to them; ... you know that you won't carry 
the board on that".... he said: "I don't bloody well care; he is 
the man who supported me when I was in trouble before and, as 
you know, I never forget people who assist me". He said: "He 
was more sensible and more loyal to me tonight than the board 
or Warburgs have been". I said: "I have to go and tell the 

board what has happened. He said: "Please yourself" ... .1 

wasn't there very long when Crossan said: "That's it, John, 

it's going to be absolutely impossible for me to hold the board 
together". I said: "I appreciate that Bill, and I went off. 

....It was in character (for Sir Hugh) in as much as he was 
being loyal to the fellow who had bailed him out over the SUITS 
gambling and Rowland was talking a lot in the way that he 
wanted it to be.... I think Sir Hugh's motivation was extremely 
obvious. He went to a friend. He was the boulter. You must 
remember that he had everybody against him, or apparently, in 
his mind, they were against him. . . .you have to understand his 
frame of mind at that meeting. Here was the man who for six 
months had been giving him a lot of flack either directly or 
indirectly; ... and in that campaign was a lot of reflection on 
House of Fraser's competence and indeed Sir Hugh's competence. 
...I do know Sir Hugh well, and I saw him as being cornered. 
He now saw a chance to stop all that; he saw a chance with him 
and Rowland getting together and being able to say to the 
board: "Look this is not going to happen anymore and we are not 
going to have any arguments" ... .so he saw the pressure on 
himself and on the board as being lifted ... he was a man who 
was physically tired, exhausted, and he was offered this 
chance. And Rowland is a very charming man. I don't know if 
you have met him, but he is a very charming man, very 
persuasive; a very believable man. ... He exuded credibility in 
what he was saying. I don't think Sir Hugh took time to look 
at the whole picture...". 



5.239 That night the news was given to the press and on the 23rd January 
the Glasgow Herald carried the heading above a longish article: 
"Rowland Fraser Pact will Boost Investor Confidence". That very morning 
perhaps on instruction and in triumph, perhaps to hint that the writing 
was on the wall for Warburgs, Mr Robinson sent a copy of the article to 
Lord Garmoyle. 

*§L Conclusion: The Meeting at Troon 

5.240 I return to consider why Sir Hugh and Mr Rowland met at Troon, and 
whether Mr Rowland had any sinister hold over Sir Hugh sufficient then 
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or later to bend him to his will. There is no doubt in my mind at all 
that there is and has been a very close relationship between Mr Rowland 
and Sir Hugh: it was striking that half a dozen separate witnesses from 
all sides of the dispute, including Mr Rowland himself, used the 
identical descriptive phrase of "father figure"; and the only time Mr 
Rowland during his evidence appeared to me to react with genuine emotion 
was when he spoke of Sir Hugh (paragraph 5.233). Mr Rowland's 
invitation to Sir Hugh after the board meeting (paragraphs 5.231, 
5.232), whatever its motivation, was shrewdly timed. With his 
sensitivity to atmosphere, I am sure that he picked up the dismay felt 
by the board at his revelations, and how beleaguered Sir Hugh personally 
then felt. One of Mr Rowland's character traits is loyalty, which he 
both gives and expects to receive totally from those close to him, 
whatever the circumstances. I believe this initial approach to Sir Hugh 
was not a cleverly planned psychological move, but arose from genuine 
sympathy at what he saw as desertion by men who owed their careers to 
Sir Hugh and his father. 

5.241 Subsequently Mr Rowland learned, as he told me from a "Financial 
Times" journalist, that the board were meeting without Sir Hugh, and 
thereupon concluded that the demotion of Sir Hugh as chairman was in 
prospect. After receiving this news, it was, as I have earlier 
concluded, Mr Rowland and not Sir Hugh who sought the meeting at Troon 
(paragraph 5.237). Why ? And why did Mr Rowland’s view as to Sir 
Hugh’s fitness to be a director change so rapidly and fundamentally ? 

5.242 Mr Rowland's explanation was that when he had bought from Sir Hugh 
the initial stake in SUITS, and agreed to keep him on that board, Sir 
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Hugh had promised never to gamble again. The information from Mr Braun 
that he had broken that promise was a bitter personal disappointment as 
well as a useful means of trying to postpone the D H Evans EGM. When he 
learned in Glasgow at the board meeting that the reason for the unmet 
cheques was to attempt to limit, or cure, the gambling propensity, he 
felt a degree of remorse for what he had said to the board: 



"A. . . .Hugh Fraser I think looked on me as a sort of father 
figure and I was very fond of Hugh Fraser. 

Q. It might be suggested that it was a very surprising 
volte-face in a matter of 48 hours or so between tabling a 
letter so critical of the chairman who had let you down by 
breaking a promise about gambling once already to which you 
attached great importance, and 48 hours later saying, "Lonrho 
will support you in the future as chairman in what you do". 
That might strike people as a very surprising volte-face, 
unless you had some reason or motive for doing it. A. There 
is no motive, absolutely no motive. Q. Would you like to 
comment on the surprising volte-face aspect ? A. That is not 
a surprising volte-face because, as I said, the human factor 
comes into this one. The human factor is very important to me. 
He explained to me that there were not dozens of cheques 
outstanding; there were only three or four cheques outstanding. 
His entire debt, I think, to casinos at that particular time 
was something of the order of £30,000 or £40,000. The 
impression I had from Colyn Braun was that he was owing 

hundreds of thousands of pounds to casinos Q. But you said 

this morning that if it had been half a million (pounds) it 
would have been forgivable, but being for such small sums it 
was unforgivable. A. If he had written out a cheque which had 
been returned, for half a million, which had been returned R/D, 
that is something that is forgivable; that is what I said this 
morning. But in this particular instance he explained to me 
the amounts involved and that he was dealing with them. Q. But 
still I would like to put to you, with your feelings about 
being let down and so on in the past and all the other matters 
we have been talking about, it does seem a sudden change of 
direction. A. No. There is no change of direction, because I 
told you, Mr Griffiths, the human factor came into it. I saw a 
beaten man in Scotland sitting with us in Troon, a man who 
apologised and said: "I am terribly sorry; I have let you down 
very badly. I have let my mother down; I have let my 
colleagues down. I have broken my promise. I want you to 

forgive me". That was the sort of atmosphere which he was able 
to create or created. I understood it. I wanted to forgive 
him. Q. But that is one thing, but leaving, and supporting, 
that person with those frailties as chairman of a company in 
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which by now Lonrho had a very, very, as you pointed out, 
important stake does seem surprising to me. A. The fact is 
that what I have just told you happened. I cannot manufacture 
a better reason. I have told you precisely what happened, and 
whatever colour, whatever cosmetics you want to apply to what I 
have said, by all means do that .... There were no ulterior 
motives. I had nothing else on my mind, except to be friends 
with Hugh Fraser again, but nothing else. The point' I want to 
make, and I want to make it quite clearly on oath, is that 
there were no deals done at Troon between Hugh Fraser and 
myself. . .none. 

Q. The suggestion might be that, psychologically, it was a very 
shrewd thing to do because here you have , as you have described 
him, a beaten man who you lift from the mud and say, "We will 
support you" at a time perhaps when he feels cornered. His 
friends, his father’s servants and so on have, as you point 
out, deserted him. He has, through the trusts, a stake of 

substantial size still in House of Fraser and it would be I 

do not like to use the phrase ... .casting bread on the waters... 
A. I understand. I take your point. Q....a good investment 

for the future ? A. It could be said. Q So far as this 

meeting was concerned then there is no element of the 
future.... ? A. None. There is no agreement, none. There 

were no deals done at Troon. None Q. And the motivation is 

the one you explained - with no eye to the future at all, never 

mind a deal or agreement ? A. Nothing. I have told 

you — .only good will towards Sir Hugh and company" 

5.243 I accept the evidence of Mr Paterson as to the discussions that 
took place at Troon (paragraph 5.238). I am sure that no sinister 
agreement, whether about how the trustees should vote their shares or on 
any other subject, was made there between Mr Rowland and Sir Hugh. I 
reject any suggestion tht Mr Rowland blackmailed, or had some sinister 
hold over Sir Hugh. But in all the circumstances I can readily 
understand why that suspicion arose. The comparatively small size of 
the debts, as described by Mr Aspinall, the fact that Sir Hugh was able 
so quickly to raise from sale of his own assets the funds to repay them, 
ciiid the other evidence, especially that of Mr Paterson, which I have 
described, leads me irresistibly to that conclusion. 
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5.244 Equally, whilst I accept that Mr Rowland has a special 
relationship with Sir Hugh, I do not believe his explanation that it was 
human sympathy alone that led him to go to Troon (paragraph 5.242). 
There was more to it than that, as the anxiety to get in touch with Mr 
Gossman and to contact Sir Hugh demonstrates (paragraph 5.236). Lonrho’s 
large stake in House of Fraser had been bought as the springboard for a 
bid (paragraph 5.233) . Sir Hugh, whatever his strengths as a retailer, 
as anyone must realise who has met them and studied their careers, would 
make a far less formidable opponent when that inevitable bid was made 
than either Professor Smith or Mr Sharp - and it must have been plain to 
one and all that they, together with one other, were by talent, 
experience and position the obvious candidates at that time to succeed 
Sir Hugh as chairman. I am sure Mr Rowland had that well in mind when 
he instigated the meeting at Troon, and that the prevention of Sir 
Hugh's replacement by a less malleable chairman was his dominant 
purpose. Nor would Mr Rowland be the man he is if he had not had in 
mind that, although Sir Hugh was only one of the Fraser trustees, and 
they had demonstrated at the time of the SUITS bid their true 
independence, his support of Sir Hugh could only help and not hinder in 
the future so far as that large block of shares was concerned. Mr 
Rowland's remark that Lonrho controlled 30% and the trusts 6% and that 
"surely we should be able to put the company back where it should be" is 
significant (paragraph 5.238). 

5.245 So far as Sir Hugh's motivation is concerned, I believe that the 
reconciliation is in character and I accept entirely Mr Paterson's 
perceptive description of his attitudes and state of mind at the time 
(paragraph 5.238). I am sure that it was that which motivated him, and 
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not any sinister reason. He believed, wrongly in fact, that his 
long-time colleagues on the House of Fraser board, all of whom had been 
appointed by his father or himself, had turned against him. He refused 
to believe Mr Willoughby and Mr Crossan's protestations to the contrary. 
He saw the hand of support and friendship held out by the father-figure 
of Mr Rowland, and felt that by turning to him not only would they be 
enabled, with their joint 35% voting strength, to avert the humiliation 
he saw ahead, but that such a reconciliation would be in the best 
interests of House of Fraser. So he clasped the hand and shook it. 
But, at Mr Paterson's insistence, the position of the trustees was 
expressly discussed and safeguarded. I do not believe in fact such was 
necessary in view of the way the trusts are run, and the strength of 
mind and character of Lady Fraser of Allander and Mr Clark (paragraph 
4.6) . 

Loans to Sir Hugh by Lonrho 

5.246 The close relationship between Sir Hugh and Mr Rowland which 
blossomed at Troon continued thereafter. During my enquiries into 
Troon, I discovered that in December 1982 a company called Hardycrown 
Ltd had provided a large financing loan to Sir Hugh. It transpired that 
the company was a Lonrho subsidiary, and I deemed it right to discover 
what were the facts in order to discover whether any influence was 
thereby gained over the shares in House of Fraser owned by the Fraser 
trusts. I was concerned therefore mainly with the circumstances in 
which the loans were made, whether the loans were at commercial rates 
and in particular were fully secured, and the reasons prompting Lonrho, 
which is not a banking company, to make them. 
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5.247 The Lonrho director principally involved was Mr Robinson and he 
gave evidence at some length. He stated that he was telephoned in the 
autumn of 1982 by Mr Gossman, who informed him that - Sir Hugh Fraser 
was : 

shortly to face a (cash flow) financial embarrassment in 
connection with a partly completed project of his to acquire 
and sell off in lots a substantial estate (in Scotland) ... .Sir 
Hugh, (temporarily through lack of liquidity only) did not have 
in hand the tunds to complete the contracts. Court proceedings 
were anticipated if completion was delayed beyond Christmas”. 

5.248 After the Lonrho board, but by design in the absence of Mr 
Rowland, had considered the question of the loan and approved it in 
principle, it became apparent that further temporary assistance in 
relation to certain of Sir Hugh's other interests was necessary. The 
position was that by December 1982 a project of his was short of working 
capital and in need of an injection of fresh funds. Lonrho advanced 
money through its subsidiary Hardycrown Ltd in December 1982 for the 
farm which was an integral part of Sir Hugh's project: a larger sum from 
22nd February 1983 onwards for working capital in the projects, and a 
further sum for other purposes. This total indebtedness has since 
designedly increased by the funding of interest charges. I have been 
informed of the total amount of these loans, which are substantial, but 
which it is not necessary to publish. 

5.249 Mr Robinson told me that by way of security Lonrho took a legal 
charge over Sir Hugh's large shareholding in a hosiery company, and also 
over certain properties and other interests. The current position in 
relation to the securities is that: 

"The underlying securities to the loan facilities have shown a 
healthy increase in value and I have no doubt that Lonrho will 
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(easily be repaid and) recover its outlay with interest". 



5.250 The most important aspect in respect to my terms of reference is 
the motivation of Lonrho in making the loans to Sir Hugh and whether 
they have thereby in any way gained influence beyond their own 
shareholding by virtue of Sir Hugh's position as a trustee. Mr Robinson 
said that any potential financial embarrassment to Sir Hugh, whether due 
to an uncompleted contract or to any hiccup in his trading venture would 
also have reflected on Lonrho due to Lonrho' s known relationship with 
Sir Hugh. In particular it would have severely compromised Sir Hugh's 
prospective value to Lonrho in the event of a future successful takeover 
of House of Fraser or of Harrods, when it was envisaged Sir Hugh would 
regain an important position in the company. Mr Robinson, like Mr 
Hawley and others (paragraphs 5.209) paid high tribute to Sir Hugh's 
skills as a retailer and hence to his utility in such an eventuality. 



5.251 The amount of the loans was was not particularly material to a 
company of Lonrho 's size. Why then was it referred to the board ? Mr 
Robinson said: 



"....it was considered ... .because it was recognised that it 
could be a sensitive item.... it could easily be misconstrued as 
to what our motives were. I think the question you are really 
asking is: Why did we do it ? I have spoken previously about 

Hugh's retailing abilities in terms of the retailing 

developments (if Lonrho acquired House of Fraser) we would very 
much be using Hugh’s experience, expertise and flair in 
redeveloping the House of Fraser operation. If of course he 
had reached a position where he was declared insolvent or in 
fact had some financial embarrassment .... it would have been 
impossible for him to be on a board". 



Mr Rowland, I learned, in an entirely personal capacity, had in fact 
helped Sir Hugh prior to the Lonrho loans by guaranteeing a bank loan. 
As a result of this personal interest, he stated and Mr Robinson confirm 

- 230 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



that he did not take part in the board discussions. His own view of the 
transaction was that it was a matter of goodwill: 



"The goodwill was to keep in touch with Sir Hugh Fraser because 
we believed and still believe, that at some time -Lonrho will 
have a position in the House of Fraser, a controlling position. 
I would very much like to keep in touch with Sir Hugh Fraser 

because I believe that he has much to offer to the 

company. . . .as a retailer" . 



5.252 I am satisfied that the fairly large loans to Sir Hugh were made 
on ordinary commercial terms and rates, and that they were fully 
secured. I was assured by Lonrho that he could as easily, had he 
wished, have obtained similar loans in the banking sector, in which case 
I am surprised he did not. I am also satisfied that Sir Hugh’s problem 
in December 1982 arose not from lack of capital but rather from lack of 
liquidity. I consider for the reasons that I explained when considering 
how the Fraser Trusts operated and were controlled (paragraph 4.6) that 
in all the circumstances the provision of the loans, or of the bank 
guarantee by Mr Rowland, did not give Lonrho or Mr Rowland any influence 
or control over the shares owned by these trusts, and hence did not 
affect control or influence over House of Fraser itself. I am satisfied 
that Mr Rowland ' s personal guarantee was given because of his friendship 
with Sir Hugh. 



- 231 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



DR de VILLIERS , MR MIRON AM) MRS ADAMS 



5.253 At this point it is convenient to consider certain other 
approaches made to Mr Rowland or Lonrho by third parties offering to buy 
shares in House of Fraser in order to support Lonrho' s long campaign. 

Mr Rowland stated that all such approaches were politely but firmly 
declined, and indeed he first raised the matter of these approaches in 
order to make the point that he has taken at all times all possible 
steps to avoid any involvement in a "concert party". I interviewed two 
of several people mentioned by Mr Rowland in this regard: Doctor 

Marquard de Villiers, a South African; and Mr Eliahu Miron, an Israeli. 

I also called to give evidence Mrs Edna Adams, chairman of a group of 
individual shareholders in Lonrho, who gave evidence concerning a 
proposal by the Shareholders Action Committee to suggest to Lonrho 
shareholders that they purchase House of Fraser shares in order to 
support the Lonrho position. I will deal first with the case of Doctor 
de Villiers. 

Doctor de Villiers 

5.254 Doctor de Villiers is a man of many parts. He is primarily a 
physician, but he acquired such expertise in South African property 
matters that he has for 10 years been a director of Lonrho 's South 
African operation, and the head of its property division. 

5.255 Dr de Villiers gave evidence about a friend of his, a very wealthy 
international financier whom he preferred not to name without first 
having spoken to him. I did not press him further on the point. Dr de 
Villiers said that "Mr X" had asked him several years before to arrange 
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a meeting for him with Mr Rowland the next time Mr X was in London. 
Some time later, in mid 1981 or thereabouts, a meeting duly took place. 
The two businessmen discussed mutual acquaintances and interests and 
were impressed with each other. 



5.256 Early in 1982 Dr de Villiers and Mr X were playing golf when the 
latter disclosed that he had made an attempt to acquire 7 million shares 
in House of Fraser: 

"....he said he thought there was no doubt, having seen the 
man, (Mr Rowland) that he would win against the House of 
Fraser, and it would be good for the shares". 



5.257 Mr X was, however, unable to purchase the shares as on enquiry 
there were no holdings of that size available. He did not wish to buy 
through the market what amounted to almost 5% of the House of Fraser 
share capital: 

"....He said: "You can tell your friend Rowland there are no 
shares available. I will try to buy a big parcel". 

Dr de Villiers reported the gist of his conversation to Mr Rowland: 

" when I got to London I reported this to Mr Rowland, and 

his words to me were "For God ’ s sake, tell him it will be 
highly embarrassing. You are a director of Lonrho and it 
anything ' were to come out of this they would say you were 

behind it" . 

Mr Rowland’s warning was reiterated at lunch by Mr du Gann, and, 
suitably chastened, Dr de Villiers conveyed Mr Rowland's message to Mr 
X, who, in the event and for that reason, decided he would no longer try 
to purchase shares in House of Fraser. 
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5.258 I found Doctor de Villiers to be an entirely credible witness and 
accept his evidence without reservation. 

Mr Miron 

5.259 Mr Miron is a highly respected Israeli attorney-at-law. He had 
first met Mr Rowland in connection with Lonrho's acquisition in the 
early 1970 's of the rights to the "Wanker* rotary engine, and he advised 
Mr Rowland at that time on some of the legal issues arising. He has 
since kept in touch with Mr Rowland, and told me that whenever he visits 
in London on business he tries to make a point of calling upon Mr 
Rowland. 

5.260 Mr Miron, as well as his legal practice, was active in Israeli 

politics, having held high office shortly after the founding of the 
State of Israel. Early in 1982, Mr Miron said Mr Rowland visited 

ministers, and during the discussions the fact of Lonrho’s holding in 
House of Fraser and hence Harrods, was raised. Mr Miron had in fact 
discussed the point with the Israeli Minister of Trade and Industry 
prior to Mr Rowland's visit with a view to asking Mr Rowland to use his 
presumed influence over Harrods to direct the attention of the 
merchandise buyers in Harrods to Israel as a source of supply. This 
point was raised by the minister with Mr Rowland, who set out the facts 
of life as he saw them in respect of his influence over House of Fraser 
(paragraph 5.20). I asked Mr Miron how the matter progressed: 

"At that time nothing progressed more. But when I heard that 
there was a possibility and I asked him "what you needed in 
order to become or have a say in the management". He said that 
he needed, I think, if he would be allowed to purchase them, to 
buy several million shares, I think he said. It was something 
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like four or five million I said: "What is the problem ? Why 
cannot other people if they believe in it, purchase shares ?". 
He said: "It is my rule, expecially, that I do not advise 

anybody. There is enough in the papers about the whole thing. 
I 310 trying to get a green light to do whatever I want 
officially, but 1 am not going to advise anybody to do 
anything". I told him: "Look here, I cannot see anything wrong 
in it if people will buy shares". "No, I do not want to be 
involved" . 



5.261 Mr Miron confirmed, as Mr Rowland had told me, that he had very 
wealthy clients indeed who would have been only too willing to make a 
strategic investment in House of Fraser, particularly if there was the 
prospect of a benefit to Israel as a result. However, Mr Rowland 
refused to agree to the proposals which Mr Miron* s clients had in mind 
and wished to discuss, so Mr Miron allowed his initiative to lapse. 



5.262 I found Mr Miron a most attractive and persuasive witness on this 
and other matters , and have no doubt that events occurred as he related 
them. 

*y_ Conclusion: Dr de Villiers and Mr Miron 

5.263 I conclude that the evidence of these witnesses supports Mr 
Rowland on this point, and I accept also his evidence that certain other 
approaches by would-be shareholders were made to him and were rebuffed. 
But Mr Rowland is no fool, and, apart from questions of morality or 
legality, there were, as I have indicated, considerable disadvantages 
were he to have embraced the approaches of Dr de Villiers or Mr Miron 
(paragraph 5.160). In the case of Dr de Villiers it was clear that the 
massive investment contemplated by his millionaire friend would have 
attracted the closest scrutiny, leading back perhaps to Dr de Villiers 
and hence Lonrho's door, as Mr Rowland in fact said. In the case of Mr 
Miron, Mr Rowland, being the shrewd politician that he is, I am sure 
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would have foreseen potential conflicts of interest arising from any 
agreement, even if tacit, to steer House of Fraser business towards 
Israeli manufacturers. There would have been danger to Lonrho of 
unfortunate publicity had any such deal been struck. 

Mrs Adams 

5.264 Mrs Edna Adams and her husband have a sizeable shareholding in 
Lonrho. At the time of the bitter boardroom dispute in Lonrho in and 
around 1973, Mr and Mrs Adams joined a Shareholders Action Committee 
formed to represent the interests of individual, as distinct from 
institutional or corporate, shareholders in Lonrho. Mrs Adams is now 
the chairman of that Committee. 



5.265 She described to me the role of the committee in that dispute and 
since. The committee, and Mrs Adams in particular, gave and continue to 
give, Mr Rowland their enthusiastic support. Mrs Adams stated that she 
and her fellow shareholders on the Committee, and indeed others not on 
it whom she had contacted, were most dissatisfied with the impasse 
reached between Lonrho and House of Fraser. At the AGM of Lonrho on the 
25th March 1983 the Committee noted the unrest: 



"....you will find that when you are in an action group like 
this, people who you hardly know come up and say: M Can you do 
something about this ? I thought you were the action 
committee. What line are you taking ?". Anyway, my husband 
was then ill, he was not able to come to the meeting and he 
said "Well if I was up there I would seriously think of telline 
them to purchase shares in House of Fraser". 



5.266 This idea, which she said came spontaneously to Mr Adams while 
2 ecuperating from illness, was greeted with enthusiastic approval by the 
committee, and Mrs Adams, as acting chairman, raised the matter with Mr 
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du Cann and Mr Alan Ball at lunch after the AGM. She was somewhat 



chagrined to receive no encouragement at all from these Lonrho 
directors, but the reverse, for they said that "they did not think I 
ought to do that ; and to wait and see" . She and her fellow shareholders 
were even less, pleased with the outcome of the House of Fraser EGM in 
June 1983, and when she met Mr du Cann and Mr Ball again on 25th October 
1983 she raised the matter again. She told me that on that occasion the 
directors present: 

"....said: "What a pity, perhaps we ought to have done it. We 
are sorry" and all that sort of thing. Q. When they said that, 
what did you say ? -A. Yes, I certainly think you should have. 

We should have done it. Q. Were they encouraging you to do it 
at that stage. -A. No, not at all". 

5.267 It was at this point that Mr du Cann and Mr Ball apparently 
pointed Mr Adams in my direction in order to ask about the matter of the 
proposed scheme, and she has duly inquired; I suggested she obtain 
independent legal advice. As the proposed scheme has not been 
implemented by the Lonrho Shareholders Action Committee I do not propose 
to comment further on the legal implications. Mr du Cann and Mr Ball 
and the rest of the Lonrho board are clearly aware of, and have 
discouraged, the idea. I suspect that possibly the Lonrho Board s view 
accords with Mrs Adams ’ own assessment of the Shareholders Action 
Committee, that "they think perhaps we are something that ought to go 
away" . 



- 237 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



THE APPROACH TO GLOBE INVESTMENT TRUST 



5.268 I now turn to the question of whether or not a serious approach 
was made by Lonrho to arrange a purchaser of the 4.175 million shares 
held by Globe Investment Trust ("Globe"). The facts are briefly stated: 
In October 1982 and in June 1983, two directors of Lonrho, Mr Robinson 
and Mr Spicer, visited Globe in the course of their canvassing of 
shareholders of House of Fraser. The subject of the sale of the Globe’s 
holding was raised by Mr Spicer, and the only question is whether or not 
his remarks were intended seriously. 



5,269 It was Mr Colin Black, the Deputy Chairman and Investment Managing 
Director of Globe who in the course of his evidence brought the episode 
to my attention. Mr Black said that he and a young colleague, Mr James 
West in October 1982: 



" ....met Spicer and Robinson from Lonrho.... in my room.... and 
Mr Spicer in particular, Mr Robinson to a lesser extent, 
expanded on the Lonrho view of the whole House of Fraser 
argument ... .We finished our meeting and, as they were leaving, 
I am almost certain Mr Spicer said.... as he was leaving the 
door, semi-j ocularly : "By the way I am sure we could always 
think in terms of offering you a premium for your shares . Good 
afternoon" . 

I pressed Mr Black on his use of the term semi-j ocularly . He replied: 

"....It could just (as) easily been pure jest, semi-jocular or 
semi-serious . I would not want to make very much of that" . 



5.270 Mr Spicer remembered having attended two meetings: first in 

November 1982 when Mr Robinson, Mr Black and Mr West were present and 
then in May 1983, when Mr Hardie of Globe was present in place of Mr 
Black. When I put to him Mr Black's recollection of his parting 
comments, he explained at some length what he thought may have been 
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said, and concluded: 



"It is not my type of humour frankly if I said it at all, I 

was trying to see whether they were or were not sellers 

He then went on to say that the subject was raised at the second meeting 
in the same way: 



"In that meeting, not as a joke, I said right at the end of the 
meeting: "Does that mean.... I do not know how you feel, but are 
you likely to be getting out of these shares at some stage ?" . 



5.271 Both Mr Robinson and Mr Hardie, although differing slightly in 
their recollection, confirmed that the subject was definately raised at 
the second meeting by Mr Spicer. Mr Robinson said: 



"I recall his inquiry being along the lines of their exit 
price ....". 



While Mr Hardie stated: 



"Spicer made the comment that he was aware of people on his 
travels who would always be interested in acquiring our 
shareholding" . 



5.272 I summoned Mr West, a younger investment manager at the Globe, to 
give evidence. As it turned out he had a good recollection, as I 
thought, of what had been said. He told me: 



"Spicer and Robinson came to see us to persuade us to vote with 

them Q. Then I believe that as they were leaving there 

was a conversation relative to the sale of your Globe shares ? 
-A. Well, I do not think that conversation occurred until the 
second meeting. That is my recollection. .. .Q. Mr Black told me 
when I asked him as to whether or not you might have overheard 
the conversation he spoke about: "That he" — that is you — 

"might very well have already been in the corridor outside of 
my door. I was the last to leave, and therefore, I just do not 
know whether he would have heard." Have you any comment one 
way or another about that ? -A. I have not That may have 
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taken place Q. Then can you tell me about the second meeting 

and what.... took place at it ? Mr David Hardie was there. 

. . .Towards the end of the meeting Mr Spicer said that if we 
ever wished to sell our shares, that on his travels around the 
world, and in particular in the States, he did occasionally 
come across people who would wish to buy a large number of 
shares. I said that I would not consider selling at the moment 
at the current price. He said, "Well we are not talking about 
the current price. We are talking about a reasonable premium; 
a reasonable level above the current price". That was it 
really. We left that open.... I think it was a serious 
proposition, I have certainly got the impression. .. .that he did 
not have somebody immediately lined up. He did not actually 
bid me a specific price. Obviously, it was not part of the 
Lonrho Group. Whether they were close friends or whether they 
were just people he did bump into, I do not know". 



5.273 Mr Spicers 's version of the incident was somewhat different: 



"....ahead of the meeting they had expressed a certain amount 
of tedium about the House of Fraser hassle.... at the end of the 
meeting I asked them if they were sellers of shares mainly 

because they had expressed this fed-upness....! thought it was 
a useful piece of intelligence to gather in the light of the 
attitude they had taken, and I could visualise that if they 
were going to sell.... 4 million shares could have an effect on 
the share price, and that could have implications for the proxy 
fight. I may say I got no guidance, no answer.... I can only 
remember speaking about it once as a purely 

information-gathering exercise. .. .because the 4 million shares 
could go four different ways, eight different ways, depending 
on how it is marketed. . . .Of course it was a joke. I cannot 
even recall saying it.... I would not say anything like that 
because we were under some sort of restriction at that stage. 
But we have never ever sought to....Q. Can you let me get a 

word in for a moment ? A. No. We have never done anything 

like that; I want to make that quite clear. Q....Then tell me 
about the second conversation. A. In the course of my run-up to 
their meeting in 1983 I rang up one of them.... and said could 
we come round and chat. In that meeting, not as a joke, I said 
right at the end of the meeting, "Does that mean.... I do not 
know how you feel, but are you likely to be getting out of 
these shares at some stage ?" We got a non-reply. It is all 
there was to it. I said, "Goodbye". But I certainly do not 
remember discussing it. I am sure I never mentioned the United 
States. I cannot believe I mentioned premiums. But I 
definitely asked them questions about their intentions of 
selling or otherwise. Q. But what about finding a buyer ? A. 

No; I would not have done that 1 am sorry, that is fiction. 

I never talked about the United States because I would not say 
things like that when I do not go to the States. It just does 
not make sense. That makes me feel that a lot of what he said 
is not correct. .. .Yes , I did certainly put a question about 
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sales and it was they that said, "Not at the current 
price".... I only go to one place in my travels and that is East 
Africa. It is not the sort of place you find a potential House 
of Fraser shareholder ... .They are all too busy trying to 
survive. That part is fiction. On the previous meeting, as I 
say, I may have tried to.... I cannot remember saying any of it 
frankly, going out of the door, but if I did say something 
about selling it was again an intelligence-gathering exercise 
and it was done in a humorous fashion to see the look in their 
eyes . . . . " 



5.274 I believe that Mr West’s recollection as to what was said in June 
1983 is correct, and I found him a more reliable witness than Mr Spicer. 

But, on the crucial question as to the motive for asking, I believe 
what Mr Spicer told me: I accept that he did so as an 
intelligence-gathering exercise. It would, in view of the 
professionalism and known allegiance of the Globe, have bordered on 
madness to make a serious offer to find a foreign purchaser: the matter 
if consummated would never have remained secret. Moreover, such a 
finding would have involved Mr Robinson as a conspirator, and as I have 
said elsewhere, I regard him as an honest man who would not be party to 
any dishonesty or breach of Lonrho's undertakings. If, as I accept, Mr 
Spicer was in his inexpert way seeking tactical information, then I see 
nothing strange in him pretending he had a potential buyer in America - 
though I am sure he did not have one in mind. 
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MR DONALD GORDON 



5.275 Having considered these various approaches to and by Lonrho it is 
appropriate to conclude this part of my enquiries by reporting the facts 
about Mr Rowland's meeting with Mr Donald Gordon, a director and 
substantial shareholder in Liberty Life Assurance Co. , Ltd, of South 
Africa. 



5.276 That meeting was first mentioned in evidence to me by Professor 
Smith. He told me that on the 5th May 1983 he had Mr Donald Gordon, and 
Mr Ernest Bigland, a co-director of his own at London Trust and deputy 
chairman of Guardian Royal Exchange, and an associate in the insurance 
world of Mr Gordon , to lunch at Harrods : 



"....I asked him (Gordon) whether he had any interest in House 
of Fraser.... in the sense of joint property developments .... and 
various other issues.... so all these issues were on the table 
and Donald Gordon said they had got a lot of things on and were 
buying various things. He said in actual fact Rowland had 
approached him with the idea of taking 10% of House of 
Fraser — . Q. Was anything else said then ? -A. Except he was 
not going to do it because it was not in his interest to get 
involved with Lonrho...." 



A week later, on the 12th May, Professor Smith and Mr Rowland met at the 
House of Fraser offices. Professor Smith asserted, and noted in a memo 
of the talk at the time 



"....of course, he (Mr Rowland) said so far as we were 
concerned we had been strongly supported in the past but that 
support could very easily change.... He referred to this 
business of 10% of the equity changing hands . He was very 
specific about this. He mentioned that he had talked to Donald 
Gordon. " 



Professor Smith at once, he says, revealed to Mr Rowland that he already 
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knew of that meeting. In order to establish what in fact had been said 
at the Rowland/ Gordon meeting, I took evidence from Mr Gordon, who 
kindly consented to be interviewed when he was in London on other 
business. I also took evidence from Mr Bigland. 

5.277 Mr Gordon stated that his company indeed had had discussions with 
Lonrho in March 1983 concerning the possible acquisition of certain 
business interests. In the course of the discussions, Mr Gordon met Mr 
Rowland, and in the course of their meeting the conversation turned to 
House of Fraser: 



"at the meeting that we had in March, I think that we must have 
talked about it for an hour or an hour and a half. It was a 
very topical matter .... and at the end of the meeting we got on 
to a discussion of what it was all about. I was not familiar 
with the ins and outs of the problem; I knew that there was a 
row going on between him and the company or the Board and Hugh 
Fraser - I had not followed the thing at all - and I just found 
it very interesting discussing the thing with him - or he told 
me; there was no discussion on our part. He told me what was 
happening, and I think that that was basically it. Q. Was 
anything said about the voting position and control ? A. I 
think I understood the problem, that he had 29.9% of the 
shares . . . . " 



I asked him directly whether or not the discussion had included any sort 
of invitation to buy shares: 



"I cannot recall any such conversation having taken 
place ... .Because we were sort of both on our best behaviour in 
terms of a discussion we were having about other business 
possibilities; and I think for him at that moment of time to 
make an improper suggestion, if I can put it that way, would 
have been completely out of court - for him and me" . 



I asked Mr Gordon about what he told Professor Smith: 

"....I was invited to go to a cocktail party (at Harrods) He 

(Professor Smith) came up and we talked a while.... I said "Oh, 
funnily enough, I heard a bit of the story from the other side 
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of the house”. I must have said "I had a meeting with Tiny 
Rowland the other day” or something - just apropos of nothing 
and that was the end of the conversation” . 



I also asked Mr Bigland to give evidence and tell me about the lunch 
with Professor Smith, and what Mr Gordon had then said about his 
previous conversation with Mr Rowland: 



”Q. Was there any discussion about Lonrho and Mr Rowland ? A. 
Not to my recollection. Mr Rowland's name was obviously 
mentioned as... the other very important person concerned in 
these transactions” . 



Mr Rowland denied vehemently that there was any discussion of the sort 
reported by Professor Smith. He said of the meeting with Mr Gordon: 



” ... .Mr Griffiths I have told you before, almost everywhere I 
go someone mentions the House of Fraser... it is possible that 
Donald Gordon said to me: "How are you getting on with House of 
* rasei ? and I would have said: "Fine thanks very 
much” .... (after he gave evidence to you)” he rang me and told 
me. He said: "I am terribly sorry Tiny, I can now understand 
why I had been conned by Bigland into going to this party". Q. 
Mr Gordon does recollect your speaking about House of 
Fraser.... —A. We talked about a number of subjects .... it is 
possible he said to me: "How are you getting on with House of 
Fraser ? I would have said: "Extremely well. Thanks very 
much". Q. Did you discuss with him the potential of House of 
Fraser in Ame.s ica r — -A. ... .obviously it is not in my nature 
to say: "House of Fraser, period". I would have said: "House 
of Fraser, XYZ Inc. {and then described a plan for expansion)." 



5.278 I accept the evidence of Mr Gordon and Mr Rowland that no approach 
was made by Mr Rowland to him to purchase shares in House of Fraser. 
The evidence of Mr Bigland leads me to conclude that Professor Smith was 
mistaken also as to what Mr Gordon had said at their lunch. I believe 
that when at the meeting on 12th May Mr Rowland discussed again the 
power that would lie in the hands of a 10% shareholder, Professor Smith, 
knowing Mr Rowland and Mr Gordon had recently met, jumped to the wrong 
conclusion and wrongly assumed Mr Rowland had then suggested that Mr 
Gordon's company might make a 10% purchase. 
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RICHARD DAUS & CO: BANKERS OF FRANKFURT 



Introduction 

5.279 I turn now to one of the most perplexing facets of my enquiry 
combining as it does a German bank of the utmost discretion with a 
Japanese client carrying inscrutability to the point of impenetrability. 

5.280 The basic facts are briefly stated. Between 24th September and 
17th October 1982 a new shareholder acquired 2.1 million shares in House 
of Fraser at prices around 170p. The shares were purchased through 2 
firms of brokers, Stock Beech & Co. of London and Greig Middleton & Co. 
of Glasgow, and were registered in the name of Max Morel (Nominees) Ltd. 
Enquiries by House of Fraser pursuant to section 74 of the Companies Act 
1981 elicited the fact that the brokers were acting for a German bank, 
Richard Daus & Co. ("Daus"), but they failed to establish on whose 
behalf Daus were acting. 

5.281 House of Fraser therefore applied for, and were granted by the 
Scottish courts on the 1st December 1982, restrictions under section 174 
of the Companies Act 1948, pending satisfactory replies by Daus to the 
enquiries made of them. It has since been suggested that Daus were 
acting on behalf of a Japanese department store group, Daiei xnc. of 
Osaka ("Daiei"), but that Daiei failed to formally assume beneficial 
ownership. Daus have, since the restrictions were imposed, been 
actively attempting to dispose of the shares . 

5.282 The most recent development has been the refusal of the Court in 
June 1984 sanction a sale of the holding agreed, conditional upon the 
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Court's approval, by Daus to Dr Ashraf Marwan. The Court took the view 
that it would not be appropriate to sanction the sale of the shares to 
that buyer at that time. I make no comment on the decision, but mention 
it here only as a relevant fact. 

Suspicious Features 

5.283 House of Fraser did not take the drastic step of application under 
S.174 lightly, and still less would the Court have imposed restrictions 
without good reason. I will enumerate the points which concerned House 
of Fraser and to which I will return: 

- the timing of the purchases: the first purchase took place on 
the 24th September 1982, eight days after Lonrho's 
announcement that it was requisitioning an EGM to request the 
Board to formulate proposals for a demerger of Harrods; the 
holding was rapidly built up until by the 12th October 1982, 
2.1 million shares representing over 1.3% of the equity were 
available for voting at the forthcoming EGM; 

- the bulk of the purchases were made, unusually, for cash in 
order to effect more expeditious registration; considerable 
efforts were made , with several approaches to the registrars , 
to ensure that as many shares as possible were registered in 
time for the anticipated vote; 

— Daus had acted for Lonrho in the past in connection with two 
bond issues in 1980 and a loan in 1983, and their chief 
executive. Dr Ulf Siebel, has close connections both in 
business and of friendship with Mr Rowland; 
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- Daiei also, as it turned out, have connections with Lonrho 
and Mr Rowland; 

- Daus gave conflicting and, on their face surprising, 
explanations as to the beneficial ownership of the shares and 
their relations with Daiei; 

- the sudden appearance on the share register of foreign buyers 
operating through nominees and purchasing very large holdings 
for cash had not happened before; 

5.284 I turn now to set out in detail the course of events as I have 
discovered them to be , and the evidence which I was able to obtain from 
the principals involved, and from others. It is appropriate to begin 
with the relationship between Daus and Daiei and the evidence I received 
about the reasons for the purchases. 

Daus/Daiei : Preliminary Contacts 

t 

5.285 I was severely hampered in ascertaining the relationship between 
Daus and Daiei by the reticence of Daiei and their refusal to give any 
information or assistance at all, let alone any oral evidence. The 
directors of Daiei, being resident in Japan were not compellable 
witnesses . I was however eventually able to interview on the 26th March 
1984 in Luxembourg Dr Ulf Siebel, who is the chief executive of what is 
now the Arab Banking Corporation but was at the relevant time, under 
other ownership known as Richard Daus & Co. 

5.286 Dr Siebel gave evidence to the effect that Daus had obtained a 
listing for Daiei on the Frankfurt Stock Exchange and that they had 
acted in a bond issue for Daiei in 1981, and that he was aware that they 
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wished to establish a connection in Europe. The possibility of an 
approach being made on their behalf by Daus to House of Fraser with a 
view to the franchising of the Harrods name in Japan was mooted. It is, 
according to Dr Siebel, considered good business etiquette in Japan to 
establish a business relationship with a company by the acquisition of 
shares in that company if one intends to do serious long-term business 
with them. Dr Siebel explained: 



"Eventually the idea came: why do we not try and get into that 
by making an act of presence, by buying a few shares and 
thereby making this act of presence and telling them: "we are 
in here and could we not now start talking about franchises and 
things like that". The House of Fraser, in particular Harrods, 
were known to be very, very difficult to approach concerning 
any types of franchise. . .Q. When was it that you were having 
these conversations? -A. ...in 1981/82 until finally we came to 
the point where they said "Well, now we will go ahead and buy 2 
million shares..." 



5.287 One of the aspects which troubled me, and still does, is the 
obsessive secrecy of Daiei in this matter. I asked Dr Siebel why Daiei 
wished to keep the whole matter so very private, and not to co-operate 
at all with me. He said: 



. . .they had not taken the matter to the board, and through the 
board, to their banks. You know how much almost all Japanese 
companies are dependent upon their banks... the whole story is 
their shyness of having their name appearing in the Nihon 
Shimbun, or some of these big papers, before they talked it 
over with the board and their members". 



The position, therefore, according to Dr Siebel, was left that Daus were 
to get on with the acquisition of 2 million shares in House of Fraser as 
discreetly as possible. Dr Siebel went to an old friend, Mr Werner 
Morel of London, the principal of Max Morel Ltd ("Morels"), whom he 
described as: "a small but reliable stockbroker who knows his business". 
I raised with Dr Siebel the question of the time-scale envisaged: 
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"Q. They (Daiei) wanted (the shares) for six months away? -A. 
Five or six months; some time like that. They left us all the 
time. Q. Why did you buy then ? Why not wait for the 
collateral? —A. Because they said, "It will be coming", and I 
trusted them. . .We said (to Mr Morel) "Well, you have all the 
time until March next year. We will give you 6 months to buy 
the shares". 

5.288 Mr Morel's recollection, when he gave evidence, was that price 
rather than time was the prime consideration: 

"He (Dr Siebel) obviously said "Do it as carefully as you 
possibly can ... Do your utmost not to drive up the price of 
the shares in the course of your dealings". 

The thrust of Dr Siebel 's evidence was that the share purchases which 
followed took place more quickly than he had expected, and that it was 
this factor which gave rise to the suspicious features of the 
transaction, and, as I am asked to believe, to a fundamental 
misunderstanding between Daus and Daiei. 

The Share Purchases 

5.289 The share buying programme proceeded in a straightforward fashion. 
Morels used purchasing brokers in London, Messrs Stock Beech & Co., and 
also, as House of Fraser was a Scottish company, in Glasgow, Messrs 
Greig, Middleton • & Co., and were able to acquire the shares in the 
period 24th September to 12th October 1982. Payment was effected 
through Hambro's Bank in London with whom Daus have had a long-standing 
relationship. The last purchase which was of a block of 500,000 shares, 
took the total purchased to 2,100,000 shares. All the shares were 
registered in the name of Max Morel (Nominees) Ltd, the nominee company 
of Morels. The shares were purchased by the Cayman Islands subsidiary 
of Daus "for reasons of domestic currency rulings". An unusual feature 
of the purchases was that they were made for cash. This, as I have 
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pointed out elsewhere, had the effect of expediting registration of 



shares but is a rare procedure only adopted for unusual reasons. 

The Expedited Share Registration 

5.290 Dr Siebel did not appear to know the reason for the decision to 
pay cash: 

M I know that it happened, but I don't know why it happened" 

Mr Morel had earlier stated in evidence that Daus are not ignorant of 
the British system; indeed, he gave as a general reason for expedition 
°f registration the eagerness of Continental investors in accordance 
with practice there to receive their shares as soon as possible: 

"They (Daus) always impressed upon me "We are well aware of the 
difficulties but whenever we give you orders, please ensure to 
the best of your ability that registration takes place as 
quickly as possible" . 

He went on to say that the initiative for cash settlement came from him 
and explained the reason: 

"My motive was - although you may well say I had not done it in 
other cases - that it was a large order, where they were very 
keen to get the shares registered as soon as possible. I 
thought, in the case of such a large order that I should prove 
to them that I was on the ball..." 

5.291 I received evidence from the registrars to House of Fraser 
concerning telephone conversations with the brokers acting on behalf of 
Daus * The first contact was with a Mr Vinter of Greig, Middleton of 
Glasgow on or around the 14th October 1982, who asked for a proxy voting 
card to be provided in respect of the shares, transfers for which were 
shortly to arrive with the registrar. Further calls were made the next 

- 250 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



ds.) by way of reminder, and also in connection with whether stamp duty 
was applicable. 

5.292 The transfers duly arrived on 18th October but for technical 

reasons it proved impossible to process them. Mr Vinter was told of the 
difficulty on the 20th October and Mr Morel then telephoned the same day 
to ensure that the technical hitch would not prevent the shares from 
being registered in time to vote. He was told that provided the 

transfers were resubmitted by the 25th or 26th October all would be 
well. Mr Vinter then telephoned again on 25th and 26th October to 
ensure that the transfers had been registered. Mr Morel telephoned on 
the 27th October and was told that 2 million .shares were registered. 
All this activity was dutifully reported by the registrar, as per their 
instructions, to House of Fraser, where it was viewed with some 
suspicion. 

5.293 I asked Mr Morel the reasons for this close interest in securing 

the rapid registration of the shares. He firstly quoted his 
instructions from Daus generally to see to it that shares be registered 
as quickly as possible (paragraph 5.290 ). He also referred to the 

fact that the shares went ex-dividend during the period of the 
purchases, and that early registration helped short-circuit a delay in 
receiving the dividend through the market on shares bought cum-dividend. 

I did not find either reason particularly compelling, and Mr Morel then 
mentioned the question of voting: 

"...in this particular case, Daus did indicate to me that 
although they had received no instructions either way from 
their clients as to casting their votes at the forthcoming EGM, 
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* • * 



they felt that . . . they should keep the door open for their 
clients. In other words if their clients decided to cast their 
vote either for or against, they had the possibility of doing 
so . . . (Mr Schmidt of Daus) did indicate to me that he was very 
anxious that their client should at least have the possibility 
of casting their vote, should they decide to do so..." 



5.294 In view of Dr Siebel ! s explanation of Daiei's involvement and 
time-scale I confess this seems odd to me. But Dr Siebel himself was 



apparently not concerned about voting the 2 million shares: 



"He (Morel) once came out with the question of voting rights. 

I said I did not care about the voting . . . under German law I 
could not give the instructions for voting: it is the client 
who says what you do" 



Unfortunately I am not in a position, for reasons I shall give, to know 
at this stage whether or not in fact Daiei in truth was Daus ' s client, 
or to know what the client said, and I return now to the relationship 
between Daus and Daiei. 



Who paid for the Shares? 

5.295 I asked Dr Siebel for clarification of the controversial 
relationship between Daus and Daiei: 



"Legally it is not very easy to put it to the right category 
... this has been the most difficult point all the time, to 
legally clarify our relationship with our client, because they 
said to us that we should buy for their account, and they would 
decide later on whether they would take it over directly or 
where to carry it. They were not clear. The only thing that 
they were clear on was that at some time in Spring 1983 they 
wanted to put the matter to the board . . and then talk to the 
Harrods people and say "Come on. Cannot you give us a 
franchise etc". That was the whole idea. So we bought on the 
belief that they would come forward with good bank guarantees 
... At an interim we could take the shares and consider it as a 

kind of Lombard facility Q. In the Autumn of 1982 you 

in German system as legal owner , paying for them , 

the bank itself, the 2,100,000 shares in House of Fraser? -A. 
Yes. Q. You did that in the expectation that in the following 
Spring of 1983 your client would buy the shares on from you? 
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-A. Or instruct us what to do with the shares. Buy it directly 
or indirectly throught one of their subsidiaries" . 

5.296 The financial aspects of this transaction, unsecured and 
speculative as it appears to have been, might fairly perhaps cause a 
raised eyebrow in a conventional banker. As it turned out, accordingly 
to Dr Siebel the shares, were purchased very much more rapidly 
September and October 1983 than was originally planned, and this caused 
the very loose arrangement Dr Siebel described to me to come under a 
terminal strain. 

Application to the Scottish Courts 

5.297 House of Fraser acted quickly to establish the identity of this 
new shareholder who appeared on the register at a time when a closely 
fought proxy battle was in prospect. They first wrote on the 7th 
October 1982 to Morels, who replied on the 13th October that the shares 
had been acquired by Daus for investment clients. House of Fraser 
telexed Daus on the 18th October to establish the identity of their 
client, and by telexes dated the 20th and 25th October Daus admitted 
beneficial ownership of 100,000 shares, but refused to divulge the name 
of their client who owned the remaining 2 million shares, since this, 
they said, would have breached a confidentiality agreement. 

5.298 House of Fraser then made application to the Court of Session in 
Edinburgh for restrictions to be placed on the shares pursuant to 
section 174 of the Companies Act 1948 due to the failure by Daus to 
comply with the disclosure requirements of section 74 of the Companies 
Act 1981. At a hearing on the 27th October the Court ordered: 
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(a) that any transfer of the relevant 2,000,000 shares be 
void; 

(b) that no voting rights be exercisable in respect of those 
shares. 



5.299 On the 3rd November 1982 Daus applied under section 77(1) of the 
Companies Act 1981 to have the order recalled or revoked. The Court was 
not satisfied by the representations made on behalf of Daus and refused, 
on the information then disclosed, to recall the order. On the 26th 
November 1982 House of Fraser applied for a further restriction on the 
payment of dividend in respect of the shares in view of the fact that 
Daus had still not revealed the name of their client. The hearing was 
adjourned to the 1st December to enable Daus to supply more information. 

At that hearing Daus once again failed in the court's opinion to reveal 
the name of their client and the Court imposed the further restrictions 
sought on the payment of dividends in respect of the shares . 



Subsequent Events 

5.300 On 19th January 1983 Daus 's London solicitors, Messrs Pritchard 
Englefield & Tobin, wrote to the Scottish solicitors of House of Fraser: 



...we are now instructed to inform you in response to your 
client's previous written request that the name of the Japanese 
client of Richard Daus & Co., referred to in earlier telexes 
and correspondence, is Daiei Inc. of Osaka, Japan. The board 
of Daiei has not yet taken any final decision whether or not 
the 2,000,000 shares in House of Fraser pic will be taken up or 
not. Such a decision will most probably be taken by the end of 
March 1983 at the latest. We understand that if Daiei wishes 
to proceed with the acquisition it will require further 
authorisations under the relevant Japanese laws and 
regulations. It is because of these contingencies that Daiei 
ha's been reluctant to allow disclosure of its name" . 
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5.301 On the 1st February 1983 Daus obtained written advice from Strauss 
Turnbull whom they had asked about the likely effect of demerger upon 
the share price. I asked Dr Siebel whether, and if so when, Daus 
obtained any appraisal of the shares: 



Q. Was this before or after the (share purchase) you were 
asking Strauss Turnbull? -A. I could not tell you. I think I 
talked to Derek Strauss about it before... Q. I can understand 
before the purchase your doing research to look at the 
valuations. A. No. After the purchase, certainly we did for 
the very simple reason that the Japanese did not come up with 
any collateral. We wanted to know what our collateral was 
worth" . 



On the 21st February Daiei advised Daus by telex that they were no 
longer interested in purchasing the shares. This fact was unknown to 
anyone else for some time. 



The Information from Japan 

5.302 On the 22nd February Mr Christopher Purvis, an executive director 
of Warburgs and their senior representative in Japan, who had been asked 
to contact Daiei, recorded a meeting he had had that day with Daiei. He 
met a Mr Araki and put to him what House of Fraser at that stage knew of 
Daiei ' s involvement. Mr Araki was a main board director of Daiei and in 
charge of investments, but it appeared from what he told Mr Purvis that 
he did not know anything about Daiei' s involvement. Mr Purvis was 
then telephoned on the 4th March by the Vice President (Executive) of 
Daiei, Mr Iriye, which was followed on the 7th March by a further 
conversation over lunch. The material parts of what he told me when he 
gave evidence were: 

"...Araki was clearly quite concerned about our meeting. Q. 

What makes you think that? -A. He was concerned with things 
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from his own point of view. He told me that he knew about all 
investments, and then I was telling him that maybe Daiei was 
involved in some investment which he did not know about. So he 
was puzzled shall I say. Clearly he reported to his senior 
colleagues and as a result of that Iriye telephoned me. 

....(Iriye) was clearly a little flustered by... the fact that 
we, an outsider as it were, knew about this transaction was 
clearly upsetting to him. . .When Iriye discovered from me on the 
telephone we were acting for the House of Fraser, it was clear 
he had not been informed of that by Araki (whom I had 
told) .. .Iriye was clearly quite upset when I said that we were 
acting for the House of Fraser... He said... H I think perhaps 
this conversation should end". ...He said: "We have already 
telexed Daus that we do not wish to purchase...." 



5.303 This approach by Warburgs stimulated a further letter from Daus 
to House of Fraser on the 22nd March, and on 28th April Daus furnished 
to them a long and detailed statement: 



" We have revealed to you the name of this Eastern overseas 

investor. By stating that the shares were held to the order of 
this client, we did not seek to convey the impression that the 
client owned the shares beneficially. That is why we expressly 
stated. . .that the arrangement ... was conditional and that the 
conditions had not yet been fulfilled. . .we wished to explain 
that there was an intention or an expectation that the shares 
would be sold to this client at a later date... 

We purchased the shares in the expectation and on the 

understanding that they would be sold on to Daiei by agreement 
at a later date. It was at all times intended that a formal 
written agreement be entered into as soon as Daiei was ready to 
proceed. . . 

....The only detail we withheld from you was the name of the 
Eastern overseas investor. The reason for this was that if we 
disclosed the name without consent, we would have been in 
breach of West German law. . . 

We are without reservation beneficial owners of 100,000 

shares. We consider ourselves beneficial owners of a further 
2,000,000 shares but intend as soon as Daiei is willing to 
enter agreement with us, to sell those shares to Daiei. We 
have not yet' received any payment for the shares in 
question. . .whilst we believe we are free to sell the shares 
elsewhere. . .we have no intention of doing so until we receive a 
clear refusal from Daiei that they wish to purchase the 
shares..." 
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5.304 The last statement seems particularly surprising in the light of 
the fact that in a subsequent telex dated the 1st July 1983 to House of 
Fraser, Daus said: 



"....On February 21st our clients advised us by telex as a 
consequence of the restrictions on the shares and their 
endeavour to avoid any publicity at that time as follows: 
"Regarding the HoF two million shares we must now advise you 
that we will not buy any shares in the HoF at the present 
time". Whether our clients will reconsider after the removal 
of the restrictions on the shares remains to be seen" . 



5.305 On the 26th May 1983 Daus sold the 100,000 shares which were held 
by them beneficially and had been purchased as part of the block of 
500,000 shares on 17th October 1982, the balance of 400,000 shares being 
used by Morels to complete the order for the 2 million shares. Mr Morel 
told me why Daus sold: 



"Schmidt, of Daus, said (to me) "We have had nothing but 
annoyance and difficulties with this whole transaction, let us 
take the profit on the 100,000 shares while we may". 

5.306 On the 27th May, House of Fraser wrote again to Daus with further 
queries, and simultaneously put questions to Daiei. They were shortly 
thereafter contacted by, and a meeting on the 24th June arranged with, a 
Japanese lawyer, Mr Junji Masuda. 



The Masuda Meetings 

5.307 The events over the weekend of Friday 24th June to Monday 27th 
June, and surrounding a subsequent Court hearing on 8th July, are 
crucial to the whole episode. 

5.308 On the 24th June, Mr Masuda, the Japanese lawyer acting for Daiei, 
met Mr Milligan, the House of Fraser company secretary, and Mr Lawrie, 
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their Scottish legal adviser, at the London offices of House of Fraser. 

Mr Masuda explained Daiei's position, particularly referring to their 
desire for confidentiality. He also made a proposal which came as 

something of a surprise to Mr Milligan and Mr Lawrie: it was that Daiei 
were prepared to sell the 2,000,000 shares to anyone of House of 
Fraser's choosing. It was explained to Mr Masuda that in view of the 
restrictions on the shares this was not on any basis a straightforward 
matter. It was not possible to sell the shares on the open market 
through the Stock Exchange because of the restrictions imposed by the 
Court, and problems about conditional sales. The meeting, after some 
discussion of the problems, was adjourned until the afternoon of 27th 
June and Mr Masuda was directed to Mr David Mayhew, a partner in 

Cazenoves, with a view to discovering if Cazenoves could place the block 
of shares by means of some form of conditional sale agreement, which 
would of course require to be approved by the Court. Mr Masuda spoke to 
Mr Mayhew who indicated that in his opinion it would probably be 

necessary to place the shares at a discount to the market price in view 
of the difficulties surrounding the sale. 

5.309 Mr Mayhew in his initial evidence to me, said he consulted some of 
his partners over the weekend about the technicalities within the rules 
governing such a sale. He named the partners concerned in a letter to 
me and continued: 

"On reflection, as the shares could not be dealt with in the 
ordinary way because they were subject to a Court Order, I felt 

it advisable to discuss the transaction with a Unit Trust 

group, M & G Securities. I asked Mr Tucker I understand he 

spoke to his chairman on the Monday morning and he advised me 
later that morning that he would be able to deal directly with 
the client without a brokers contract but only in a modest 
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size. Neither I nor any of my partners spoke to any other 
prospective buyer during the time of this proposed 
transaction" . 



5.310 I learned however in the course of my own enquiries that this was 
not so, and summoned Mr Mayhew to explain: 



"Q. I wonder if you can tell me firstly whether you have 
discovered any other people that you have communicated with, 
and then go on to explain to me why, when you were on oath, you 
missed them out? -A. ...One of our partners, knowing I had had 
the call (from Masuda) on Friday evening, was aware of the 
possible transaction, although not the detail. On the Monday 
morning. . .he .. .arranged for a meeting with British Gas 
Corporation .. .Ernest Sharp accompanied him... they did discuss 
the possibility of British Gas buying a holding... as an 
investment transaction. . .1 must confess I absolutely forgot he 
had gone to the Gas that day and I have no record he did... I 
had talked to Ernest at a Temple Bar meeting on the Monday 
morning... it is worth bearing in mind we were in regular 
communication with the shareholders because we were running up 
to... another possible proxy battle... I would be extremely 
surprised if any other single purchaser had been approached 
with a view to buying these specific shares...". 



5.311 Mr Masuda telephoned House of Fraser at 10.40 am on Monday 27th 
June under the impression that the meeting was to be at 11.00 am. The 
misunderstanding was cleared up and an appointment for 3.00 pm 
confirmed. However, at 2.50 pm Mr Masuda telephoned again and according 
to a contemporary note made by the recipient of the call said: 

"Very unfortunately representative of Richard Daus did not show 
up in time for meeting - PERIOD - so my presence at meeting 
does not create anything. I forced to give up". 



He also said that he was leaving the next day. The next day he 
telephoned Mr Milligan who recorded the conversation as follows: 



"(Masuda): What happened yesterday quite unfortunate and 

regrettable. I did my best to persuade Daus at the last moment 
they didn’t follow my request. I'm really angry about this. 
(Milligan) why was this? (Masuda): I don't know anything 
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about this. I was only informed at last moment. Still believe 
that a sale of the shares is the best solution. The time is up 
for a sale, unfortunately. Possibly I would like to speak to 
you again. I'm going home now to Japan". 



5.312 Clearly something traumatic had occurred to cause the sale to 
break down so abruptly. It soon became apparent that the trauma was the 
intervention of Lonrho, who had heard of the intended sale and acted 
swiftly to prevent it. 



The Court Hearing: 8th July 1983 

5.313 On the 8th July 1983, which was the last day of the legal term, 
Daus applied once more for the restrictions to be lifted. It appeared 
possible that a settlement could be reached, since counsel acting for 
Daus had instructions that Daus were possibly prepared to sell its 
shares on the open market or through a nominated independent broker or 
to any transferee approved by House of Fraser. The possibility and 
legality of a settlement based on a sale to a party approved by House of 
Fraser was discussed between the legal advisers in the period while 
counsel were waiting for the case to be called. Mr Lawrie, House of 
Fraser’s Scottish lawyer, recorded part of this discussion with Daus ' s 
counsel Mr Alistair McGregor QC, as follows: 



"I expressed some surprise pointing out that House of Fraser's 
advisers had gone to considerable lengths to facilitate the 
sale proposed by Mr Masuda only 10 days before, and that it was 
Daus who had called off the negotiations only 10 minutes before 
what was intended to be the final meeting. Mr McGregor then 
said that the reason why Daus had not proceeded with the 
arrangements was because Lonrho had intervened and Daus was 
concerned about the possibility of going ahead. He referred 
specifically to a telex Daus had received from Lonrho 
threatening interdict or the equivalent proceedings in Germany. 

asked Mr McGregor if he could be quoted on this. Mr McGregor 
said "yes, he would be referring to it himself in Court". (He) 
referred a second time to the involvement of Lonrho. His words 
were to the effect "you know and I know and we all know that 
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Lonrho are involved in this up to the ears” . He did not appear 
to attach the same significance as I did to the implication of 
what he said, but there was no room for doubt as to his 
meaning" . 



5.314 The hearing was stood over to the afternoon sitting; the 
discussions continued and Mr Lawrie put the difficulties surrounding the 
sale - House of Fraser would require to choose rather than merely 
approve the transferees to avoid the possibility of a sale being made to 
an undesirable destination. Further instructions were immediately 
obtained from Daus and Mr Lawrie' s file note records that: 



"Daus in response asked for a formula that the transferees be 
approved by both parties. When questioned as to why Daus as 
the seller should be concerned in any way with the identity of 
the transferees Mr Amin (Daus's solicitor) and Mr McGregor both 
intimated that Daus did not want any more trouble from Lonrho, 
i.e. they were effectively indicating once again that they were 
expecting, and would by this formula allow for, Lonrho to 
intervene and influence the transferees". 



5.315 Since it was clear that a jointly-approved sale was out of the 
question that day, the last day of the legal term, the matter was by 
agreement stood over to be decided by the vacation judge in the event of 
further developments. 

5.316 The question which all this raises is how and why Lonrho had 
intervened. I turn now to the evidence I received on this point. 



Lonrho Contacts Daus 

5.317 I obtained a copy of a letter dated 26th June 1983 from a German 
firm of attorneys, Westrick & Eckholdt, acting for Lonrho, addressed to 
Daus. The contents of this letter had been telexed in view of the 
ur gency of the matter and this may explain Mr McGregor ' s ref erence to a 
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telex. The letter threatened that Lonrho would take proceedings in 
Germany, if necessary, to prevent Daus from proceeding with the proposed 
sale of the shares to a transferee acceptable to House of Fraser. The 
stated reason was that the proposed sale contributed an attempt by House 
of Fraser to bolster support, and this in turn constituted conduct 
unfairly prejudicial to the interest of shareholders. I also received 
from Lonrho a copy of a letter dated 27th June 1984 signed by Mr Tarsh, 
a Lonrho director and addressed to Daus. This letter made the following 
reference to the origin of Lonrho 's information: 



"Our Chief Executive has been informed by Mr Kato, a Japanese, 
that House of Fraser has directed enquiries to your customer 
under Section 74 of the Companies Act 1981 which your customer 
has not yet answered; moreover that a senior executive of your 
Japanese customer has been in London in the last week for 
discussions with House of Fraser. We believe that the 

following proposal was conveyed to your Japanese customer's 
representative on behalf of House of Fraser during these 
discussions : " 



Mr Tarsh went on to set out the terms of the proposed agreement, and 
after outlining Lonrho' s objections to such an agreement he put a 
counter-proposal to Daus, the substance of which was: 



(a) Daiei to withdraw from the proposed agreement and not to 
enter any similar agreement; 

(b) Daiei to instruct Daus to apply for removal of 

restrictions on the basis of a sale of the shares on the 

open market; this would ensure a better price for the 
shares ; 

(c) Lonrho would indemnify Daiei against any shortfall in the 
price realised on such an open market sale against the 
price (about 200p) at which Lonrho believed Cazenoves had 
arranged a placing. Lonrho would also pay the legal costs 
of any Court hearings necessary. 

5.318 A copy of this letter was sent on 27th June 1983 to Mr Iriye — 
senior managing director of Daiei who was in London at the time . Dr 

oiebel replied, by letter dated 8th July 1983, the day of the court 
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hearing, as follows: 



... .We are pleased to inform you that the instructions given to 
us orally by our Japanese customers on June 24th 1983 were 
turned down by us following legal advice on June 27th 1983 and 
iorthwith no longer upheld by our Japanese customers. 

Our Japanese customers have instead, again orally, requested us 
to take the necessary steps for the removal of restrictions on 
the shares in question. Our Japanese clients have confirmed to 
us by telex from their legal counsel of July 7th 1983 that they 
had accepted your offer as contained in your letter of June 
27th 1983" . 



How Lonrho Found Out 

5.319 I wished to discover exactly how Lonrho came to know about the 
sale and exactly what was their involvement behind the scenes. I was 
able first to interview Mr Kato, to whom Mr Tarsh had referred, Dr 
Siebel, Mr Dunlop gave evidence on the point, and Mr Rowland gave me a 
long explanation of the whole subject. 



5.320 Mr Kato is a senior executive of a very substantial Japanese 
company, -based in London. He said in evidence that his only connection 
with Daiei was his friendship with Mr Iriye. He explained that whenever 
Mr Iriye* s business brought him to London: 

"he wants to invite me for dinner or lunch and sometimes we 
play golf too". 

Mr Kato also knew Mr Rowland: 



"Mr Rowland and I have been friends for many years since he 
was, I think general manager of Rio Tinto Zinc in Salisbury 
(now Harare) and I went to see him... to buy minerals for Japan 
from South Africa and also Rhodesia (now Zimbabwe). 



In his evidence, Mr Kato told me that he was approached by Mr Rowland: 
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" He telephoned me..,. "Do you know something about a Japanese 
company selling shares (in House of Fraser)?" I said: "Yes, my 
friend Mr Iriye is here and he has some negotiation with the 
House of Fraser. But I do not know anything detailed". Then 
Mr Rowland said: "What has happened ? " I said, "Well, I do not 
know much, but he is having dinner with me, so I will ask him". 



5.321 I put to Mr Kato the letter written by Mr Tarsh. I asked him 
whether he had told Mr Rowland of the four heads of the proposed 
agreement to which Mr Tarsh referred: 



"No, not at all; only the discounted price or lower price.... Q. 
In it he says that he has learned all these things from you. 
A. Yes. I told him about the discounted price". 

5.322 Mr Dunlop confirmed Mr Kato’s recollection when asked about the 
matter : 



"....the next I heard was late that evening from Mr Rowland who 
called me at home and said: "Look, you should know that House 
of Fraser are offering to buy out the Daiei block of 
shares. • • • cuid apparently ... .are due to meet the House of Fraser 
on Monday and complete the transaction. . . ."Furthermore there 
was a suggestion that they were being sold at a discount and a 
figure of 200p was mentioned. That is all we learnt, but we 
could put two and two together ". 



5 . 32o The evidence was not clear as to how Lonrho ascertained the rest 
of the details of the proposed sale. Mr Rowland gave evidence at 
considerable length about the whole episode although, as I will explain, 
he was restricted by the fact that Lonrho claimed that certain aspects 
of their communications with Daus were privileged and so not legally 
disclosable. This evidence shed new light on the events of the weekend 
24th to 27th June 1983. 



5.324 Mr Rowland first explained the relationship between Lonrho, Daus 
and Daiei. He said that Mr Kato had introduced him to the chief 
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executive of* Daiei, a Mr Nahkauchi in 1981, when a possible joint 
venture in the USA was discussed. It was envisaged that Daus would have 
had a part to play in the financing of this venture, but, in the event, 
the scheme did not beyond an embryonic stage. 



Mr Rowland spoke of a telephone conversation he had had with Dr Siebel: 



"....he telephoned me and because he knew me to be a director 
of the House of Fraser he said to me that a questionnaire had 
been received by him which had been sent to him by the 
secretary Milligan. ...I said to him.... "I suggest you fill it 
in".... and then I read on the 21st October an article in "The 
Guardian" that the House of Fraser was taking action against 
the owners of shares in the House of Fraser.... It was on the 
21st, after reading this article, when I telephoned Dr Siebel 
and told him about the article. .. .at the end of the 
conversation I said: "Who is your client ?" He said "I cannot 
tell you. Such things in banking are secret. . ."and. . .after some 
pressure "It is an oriental company". 



5.325 Although Dr Siebel refused to tell him more Mr Rowland inferred 
for some reason, perhaps the known relationship between Daus and Daiei, 
that the company was Daiei. Mr Rowland said that he did not know for 
sure that Daiei were involved until somewhat later, in fact: 

"....some weeks .... after the 23rd (October); after the freezing 
of the shares . Mr Kato told me that he had spoken to or had 
heard from Daiei that these shares belonged to Daiei" . 

I observed that when giving evidence Mr Kato had not mentioned this 
conversation. 

5.326 Mr Rowland then told me about the events of the 24th to 27th 
June. He stated that Mr Robinson, a co-director, had heard on the 
Wednesday or Thursday (23rd/24th) that a broker had got wind of a large 
parcel of shares on the market being offered to a fund manager. This is 
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in contradistinction to the evidence of Mr Mayhew and Mr Lawrie. Mr 
Rowland continued: 



"This was firmed up by Friday. I think Terry Robinson 
mentioned it to me again. I thought perhaps these were the 2 
million shares which had been frozen by the courts. I rang up 
Mr Kato. He was in London.... he said. ... "Yes, the Daiei people 
are in London. "He thought they were selling.... I asked him 
whether they had found a buyer, and he said to me, " I am not 
certain because I am not directly involved. But I know that Mr 
Masuda, Daiei' s solicitor, is in London with Mr Iriye. I then 
mentioned this to Robert Dunlop and I think he got in touch 
with Mr Masuda...." Q. Did you find out from anybody else any 
further information about what was proposed. A. I did not. I 
spoke to Robert Dunlop and I suggested to him that he should 
speak to Mr Kato, I know he did". 



Again, Mr Kato had not referred to this conversation in his evidence. 



5.327 Mr Rowland and his board colleagues were very concerned about the 
proposed sale. As recounted earlier, Mr Dunlop, together with Lonrho's 
legal advisers, flew to Frankfurt and caused to be sent the letter of 
26th June to Daus from Westrick & Eckholdt. Upon Mr Dunlop's return a 
board meeting was held at Lonrho on 27th June at 8.30 pm to which Mr 
Dunlop reported and following the meeting Mr Dunlop telephoned Mr Kato 
and arranged a further meeting with Mr Iriye, Mr Masuda and a very 
reluctant Mr Kato that afternoon. At this meeting, Mr Rowland 
explained, all was revealed: 



"Q. Mr Masuda then explained what they were doing ? -A. Yes. 
Q. Did that confirm in more detail perhaps what you believed 
was going to happen. A. Yes. There was a time limit. I think 
he said the deal had to be done before 1 o'clock that day, on 
the Monday, and that they had arranged to meet Mr Milligan at 
the Dorchester Hotel at 1 o'clock. That was 11 o'clock in the 
morning, 11.30 in the morning". 



5.328 As a result of this meeting, Mr Rowland explained, Mr Masuda and 
Mr Iriye, after about an hour's discussion between themselves, decided 



- 266 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



to cancel the proposed sale and Mr Masuda made the call to Mr Milligan, 
described above, cancelling their meeting that afternoon. For their 
part, Lonrho ' s letter of 2/th June was written after the meeting and 
sent. It is not clear whether the terms of that letter, and 
particularly the indemnity proposed, had been agreed at that morning's 
meeting, although Mr Rowland did state: 

"I think we did say to Masuda that we would be perfectly happy 
if Warburgs and Cazenoves were to sell them in the open 
market" . 

5.329 A memorandum of the events of the weekend was put to the Lonrho 
board, two days later and a minute was produced to the effect that: 

"the actions taken by the directors as referred to in the said 
memorandum be and hereby are ratified" . 

Unfortunately, for the stated reason that the memorandum contained a 
record of the advice given by Lonrho 's lawyers, it has been withheld on 
the grounds that it is legally privileged from production to me. It is 
now convenient to turn to the matter of the legal privilege claimed by 
Lonrho, the reticence of Dr Siebel on the advice of his own legal 
advisers, and of the total lack of co-operation by Daiei Inc. 

The Claims for Privilege 

5.330 On the 24th February, during the evidence of Mr Rowland, Mr Mark 
Littman QC claimed on behalf of Lonrho and its directors and employees 
legal privilege against answering questions or providing any documents 
in respect of anything occurring after the 21st October 1982 in 
connection with matters involving the shares frozen by the Scottish 
courts. Most helpfully, I was subsequently provided with a written 
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submission setting out the basis on which the claim was made and making 
legal submissions in relation to various questions I raised when Mr Mark 
Littman QC and Mr Robert Wright QC had made their oral submissions. 



5.331 Having considered those submissions I would have been inclined to 
challenge them and seek a ruling of the High Court as to whether or not 
the claim was valid. But it would inevitably have taken some months to 
obtain the decision of the Court, and far longer had an appeal (by 
either side) to the Court of Appeal, or even conceivably to the House of 
Lords, been pursued. The time-scale I envisaged was an absolute minimum 
of 4 or 5 months if there were no appeals, and perhaps 22 months at 
least if the case were taken to the House of Lords. Such a delay I felt 
to be unacceptable. 



■w* . 332 Shor uly thereafter, on the 26th March 1984 I was able to interview 
Dr Siebel, the chief executive of Daus, in Luxembourg. Assuming that he 
did not come to England, he was not a compellable witness, and, unless 
he were to do so, no sanctions lay to punish any wrongful refusal to 
answer questions. He attended with an English lawyer, Dr Graupner, who 
is also qualified in German law. He submitted: 



... .1 have to explain the German banking secrecy institution, 
and particularly now it has.... been made more strict by 
the. . . .Data Protection Law. . . .It is now clear that the bank has 
to keep all information which it has received from its 
customers until and unless the customer voluntarily agrees and 

authorises the bank to disclose to third parties It does not 

protect the bank. It only protects the individual If we 

talk here about Lonrho we must bear in mind that behind Lonrho 
is Mr Rowland. So it is rather difficult to give information 
on Lonrho if Mr Rowland, who was personally conducting the 
negotiations, is involved. .. .the violation of data information 
is.... a criminal offence. 
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5.333 Upshot of the submission made by Dr Graupner was that Dr Siebel 
declined to answer many questions which I considered relevant to my 
enquiry . 

5.334 I have obviously drawn no adverse conclusion from Lonrho’s claim 

for legal privilege or from Dr Siebel 's refusal to answer many of my 
questions. Ideally I would have challenged Lonrho’s claim, and if 

successful pursued the matter further. In practice I had no recourse 
against Dr Siebel ’s decision, on legal advice, not to answer my 
questions . 

5.335 The result of these two things, taken together with the total lack 
of co-operations or information from Daiei is that I regret I do not 
have sufficient information to be able properly to reach any conclusions 
with respect to the Daus/Daiei shares. I can only report the facts 
about such matters as I learned about which occurred prior to the 
lowering of the legal certain and have refrained from drawing even 
tentative conclusions. I am satisfied that all three parties were in 
possession of relevant information which might have cast light upon the 
truth - obvious examples are the communications between Daus and Daiei, 
and the board minutes and other papers of Lonrho relating to this 
matter. Often documents subsequent to an event, in this case the 
purchase of shares may illuminate what had happened earlier. 

An Interim Report 

5.336 In these cirumstances, my report must be an interim report. I 
have in fact concluded my enquiries and reached conclusions upon all 
other matters. But, for technical reasons, so far as my report is 
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concerned, and in particular in respect of Daus/Daiei, my report is an 
interim report. I shall however not pursue forther enquiries unless and 
until the Secretary of State asks me to do so. If he does, I would 
propose to challenge Lonrho's claim for privilege, and pursue through 
official diplomatic channels the question of whether Daiei Inc. can be 
persuaded also to give evidence. I would wish to consider also the 
validity of Dr Graupner's claim, and what means of challenging it would 
be open to me in Germany. I have not at this stage embarked on any of 
these steps because it is clear to me that it is in the public interest 
to report as soon as possible upon the other matters into which I have 
enquired. 
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THE LONRHO BOARD 



5.337 I have reported above upon the various allegations and matters in 
relation to the offensive concert party which are, as I see it, relevant 
to my terms of reference, either directly or because they throw light 
upon those matters or are relevant to credibility. In respect of some 
of them I was invited on behalf of Lonrho pic not to report, even 
though, in one case, that of the Richardson/Rowland meeting, the 
allegation first came from Mr Rowland in the presence of his two leading 
counsel. 

5.338 But it is now necessary to consider whether Lonrho pic itself, as 
a separate corporate entity, played any part in those various matters, 
whether Mr Rowland and the other persons involved were acting in 
accordance with a plan conceived by the board of Lonrho, or were, as it 
were, upon a frolic of their own. 

5.339 It is clearly important in relation to this to assess the role 
played by Mr Rowland in the executive committee and upon the board of 
Lonrho, and as to that I have reached a clear conclusion. No one who 
has listened to him as I have could fail to observe the strength of 
personality, and the individual dominance, of Mr Rowland. I have also 
had the opportunity of observing and listening for lengthy periods to Mr 
du Gann, Mr Robinson, Mr Spicer and Mr Dunlop, all also Lonrho 
directors. In terms of personality there is no doubt in my mind that if 
and when he wished to do so, Mr Rowland would dominate each of them 
individually. It is clear too that he would in each case be assisted, 
if he were to wish to do so, by the considerable admiration and respect 
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which each and every one of them hold for him. He is also, by virtue of 
his appointment as chief executive, in a position of particular power 
before one even has regard to his considerable shareholding in the 
company. I am satisfied, and a careful reading of the evidence 
demonstrates, that he is far more than the first among equals, and might 
indeed almost be described as bestriding the world of Lonrho like a 
colossus. The company, as it is today, is to large extent his creation, 
and I have no doubt at all that it is from him that most of its 
strategic initiatives emanate, and that it is highly unlikely that many 
would prosper against his will. 



5.340 I have set out earlier (paragraph 4.4) how Mr du Cann described 
decision taking in the higher echelons of Lonrho. In a letter signed by 
both deputy chairmen, Mr du Cann and Mr Ball, dated 13th July 1984, they 
say: 



"Whilst it is undoubtedly true that Lonrho owes much of its 
growth and success to the vision and dynamic personality of Mr 
Rowland, it is equally true that as chief executive he heads a 
professional team of independent-minded and capable directors 
and managers with whom he is in constant consultation and whose 
advice he both seeks and respects on all matters of any 
significance . As chief executive Mr Rowland encourages the 
fullest freedom of expression of opinions both from his 
colleagues on the Board and from senior Lonrho Group 
executives, and certainly none of the executives concerned 
feels inhibited in any way about expressing an independent 
point of view. It goes without saying that all major 
decisions, particularly those concerning policy and 
development, are collective ones taken by the board as a whole, 
and the responsibility for them naturally rests with the entire 
board and not with Mr Rowland alone. It would, in our view, be 
absolutely wrong to conclude that Mr Rowland either dominates 
or seeks to dominate his co-directors either by his undoubtedly 
persuasive personality or still less by virtue of his large 
shareholding in the company — a subject which is seldom if ever 
mentioned - and to do so would, in fact, constitute a totally 
unjustified slight upon a loyal, experienced and proven 
management team" . 
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5.341 On the first occasion that he gave evidence, Mr du Cann spoke for 
his fellow directors as follows: 



"I think there is only one thing that I could say to you. I do 
not know if you are going to see every member of "the Lonrho 
board ? Q. I am only seeing those who seem to me to have some 
part to play in the story. A. Yes. If you are not, I would 
like to repeat something I think I said earlier, because I 
think it is important to say for them. The board of Lonrho has 
never made any arrangement with anybody to buy shares, or to 
work together. I have said to you already that I would not be 
a member of the board if that had been the case. So, as far as 
I am aware, no individual member of the board has made any 
arrangement, nor would. But I think it is appropriate, as 
deputy chairman of the company, that I should state that very 
plainly on the part of my colleagues who probably then will not 
come and see you." 



5.342 I believe what Mr du Cann said to me, and which Mr Ball and he 
later wrote to the same effect. I am satisfied that though Mr Rowland 
is, in my view, capable if he wishes, of dominating them, the directors 
of Lonrho who gave evidence before me would not have been party, as a 
board, to any plan to contravene the Companies Act 1981. The evidence, 
as I have set it out earlier, demonstrates too that such initiatives as 
took place were those of the individuals concerned, acting sometimes on 
tactical impulse to further a strategic objective agreed by the board. 
But they were not, I am sure, part of a deliberate plan conceived or 
discussed around the boardroom table. 
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CHAPTER VI A DEFENSIVE CONCERT PARTY ? 



(A) INTRODUCTION 

6.(A)1 I turn now to consider whether, as alleged to me by witnesses 
from Lonrho, between March 1980 and April 1983 a "defensive concert 
party" was in existence. The core of the allegation was that a number 
of institutions and persons associated with House of Fraser were said to 
have purchased shares on the specific understanding that they would be 
voted against Lonrho, and in support of the majority of the main board. 
I shall in this chapter first outline the allegations, then describe my 
enquiries and what I learned, and set down my conclusions. For ease of 
reference I have inserted in the paragraph numbers a letter which 
indicates in which section of the chapter the paragraph belongs. 

The Allegations 

6. (A) 2 Lonrho, initially in a memorandum dated the 8th November 1983 and 
subsequently in letters, memoranda and oral evidence, drew my attention 
to increases in the holdings of certain major institutional shareholders 
over the period between the 25th March 1980 and the 4th October 1983. 
The figures were based upon information given to the House of Fraser 
board by its registrars from time to time; they are reproduced as 
appendix 5. Lonrho drew my attention to what seemed to be suspiciously 
significant increases in the total of these holdings just prior to the 
voting on various controversies. They suggested that all the 
shareholders in question had the common feature of being closely 
associated in some way with House of Fraser or its advisers. The 
connections were said to be as follows: 
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(a) The holdings beneficially owned by 



British Rail (Wages Grade) Pension Fund, Post Office Staff 
Superannuation Fund, BBC New Pension Scheme, J Sainsbury 
Pension and Death Benefits Scheme, Co-operative Insurance 
Society, Co-operative Pension Fund, British Aerospace Pension 
Fund, Warburg Clients Account, Mercury General Fund, 
Metropolitan Exempt Fund, National Coal Board Pension Fund, 
West Nominees and Mobil Pension Fund 

were all alleged to be either managed or advised by Warburg Investment 
Management (WIM) , a wholly-owned subsidiary of S G Warburg & Co Limited 
("Warburgs”), or by Warburgs. Warburgs had for many years been employed 
as House of Fraser's merchant bankers and had played a leading part in 
the various controversies since 1980 which had troubled House of Fraser 
- these alleged connections I will refer to hereafter as " The Warburg 
Link " ; 

(b) the holdings beneficially owned or managed by 

Sun Alliance and by Henderson Administration 

were alleged to be associated with Cazenove & Co, the official 
stockbrokers advising and assisting House of Fraser — these alleged 
connections I will refer to hereafter as "The Cazenove Link" ; 

(c) the holdings beneficially owned or managed by 
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the London Trust, Aberdeen Trust pic, Airways Pension Scheme, 
Equitable Life Assurance Society, Equitable Nominees Limited, 
Pelican Unit Trust, Globe Investment Trust pic, Temple Bar 
Investment Trust Limited, M & G Group and Greater Manchester 
Council Superannuation Fund 

were alleged to be associated with Professor Roland Smith, chairman of 
House of Fraser - these alleged connections I will refer to hereafter as 
"The Professor Smith Link" . 



In addition Lonrho alleged that: 

(d) the Legal & General Insurance Company was influenced to support the 
board because it is one of House of Fraser's principal insurers; 

(e) House of Fraser's Profit Linked Share Plan ("PLSP"), whose 
beneficiaries are employees of the company, past and present, was a 
captive vote, and the trustees of the fund improperly voted their shares 
in support of the company; 

(f) the Powell family, who owned shares both as trustees and personally, 
their retail group in Yorkshire having been purchased by House of 
Fraser, remained linked to the company. One of their members is a 
senior employee, and the family, it was alleged, voted their shares in 
support of the main board to ensure his promotion and continued 
employment. 
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My Initial Enquiries 



6.(A)3 I decided to commence my enquiries into these serious allegations 
by seeking first to verify the figures for the relevant shareholdings 
for the period since January 1980. Although there was no reason to 
doubt the general accuracy of the figures supplied by Lonrho, I felt 
such verification to be desirable, as a first step, to substantiate the 
prima facie case they had made out. I also considered that the details 
of when, and in particular why, each organisation had bought or sold its 
shares might cast light on to the picture. I decided that I needed also 
to investigate whether or not the connections alleged by Lonrho did in 
fact exist. 

6. (A) 4 In this next section of my report I examine in detail each of the 
"links" described above. Since the allegations against Warburgs are by 
far the most serious and wide-ranging I commence with them. 
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(B) THE WARBURG LINK 



Introduction 

6.(B)1 The total shareholdings of the "Warburg Link" organisations 
listed in paragraph 6.(A)2 above increased strikingly by almost 7 % 
million between March 1980 and April 1983, from 7.34 million to a total 
of 14.8 million. There were particularly sharp increases between March 
and June 1980 (7.34 to 10.3 million) and between June 1982 and April 
1983 (12.75 to 14.8 million). The former period embraced the 

controversy as to the level of dividend, whilst the latter, broadly 
speaking, was the period over which the Harrods demerger issue was 
debated. 



6.(B)2 Lonrho's allegation was that WIM used its discretionary 
management powers : 

(a) to increase by purchase the House of Fraser holdings of its 
clients; and 

(b) to vote those holdings in support of the main board. 

In so doing WIM was alleged to be influenced not by proper investment 
considerations nor by the merits of the demerger issue but, in 
dereliction of its duty to its clients, by the desirability of acting in 
su PP o:r t of its parent company, Warburgs, who were advising House of 
Fraser. This advice in turn was said by Lonrho to be motivated by 
memories of the circumstances in which Warburgs had resigned as banker 
to Lonrho in 1971. Warburgs and its directors, it was alleged, had ever 
since then been motivated by the spiteful desire to damage Lonrho to the 
maximum possible extent. 

- 278 - 

Printed image digitised by the University of Southampton Library Digitisation Unit 



The Actual Size of Shareholdings 

6. (B) 3 Appendix 6 gives the actual and accurate details of holdings of 
funds said to be connected with Warburgs at various dates between the 
1st January 1980 and the 4th October 1983, and includes those given by 
Lonrho. The schedule is in two parts. Part A comprises funds actually 
managed by WIM; these are in turn sub-divided (1) into those major 
holders identified by Lonrho, (2) other major holders, and (3) other 
client's accounts. Part B includes holdings from the Lonrho list which 
I found on investigation do not in actual fact have any links with WIM. 

6.(B)4 The Part A figures show the same general trend as the figures 
presented by Lonrho though there is to be noticed a temporary fall 
between October 1981 and June 1982. The figures are lower in total than 
Lonrho 's figures principally because the National Coal Board Pension 
Fund is neither managed nor advised by WIM, its only connections with 
Warburgs being those to which I refer later. 

The Evidence Received 
1. The Warburg/WIM Link 

6. (B) 5 I summoned to give evidence the senior directors of both Warburgs 
and WIM as well as more junior personnel. I shall now summarise the 
evidence they gave to me before I make findings as to its truthfulness 
and accuracy, and before I consider the Lonrho allegations in detail and 
reach my conclusions about them. 

6 . (B) 6 I was told that WIM is a wholly-owned subsidiary of Warburgs. 
According to the evidence given to me by directors and senior managers 
of both WIM and Warburgs , WIM both formulates and effects its investment 

- 279 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



management policy independently of Warburgs, taking account only of the 
interests of WIM’s clients. Warburgs provide custodial, banking and 
dealing services for WIM clients, but only on WIM’s instructions. One 
non-executive director of WIM is an executive director of the parent 
company, and he in fact has some responsibilities for Warburgs work on 
behalf of the board of House of Fraser. I was told that he takes no 
part in investment decisions made by WIM and has no contact with their 
clients . 

6 * (B) 7 Other senior members of the board of WIM are also directors of 
Warburgs, but it was suggested to me in evidence that great care is 
taken to ensure that a "Chinese Wall" operates, so that information 
known to persons in Warburgs is not available to persons in WIM, or vice 
versa. In particular the standard contract of employment of all 
employees and directors, which I have been shown, specifically requires, 
on pain of dismissal, that the affairs of a client in one part of the 
firm must not be disclosed without express authorisation to any person 
working in another part of the group, the need for special care where 
any price-sensitive information is involved being stressed. • For this 
reason directors of Warburgs who are also directors of WIM leave the 
regular morning meetings, which the Warburgs directors hold, before that 
part of the agenda is reached when such matters are discussed. I was 
told that no one in WIM has access to Warburgs’ files without the 
specific consent of the Warburgs director or senior manager concerned. 
There is a daily surveillance of WIM's dealing sheets at a senior level 
in Warburgs to see and prevent dealing in price-sensitive shares. WIM 
is located in a different building from the corporate finance dapartment 
of Warburgs specifically, I learned, to reinforce this separation. 
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6.(B)8 When giving evidence the managing directors and others from WIM 
made very strongly the point that these separation arrangements are 
required for both ethical and commercial considerations. WIM's business 
in their opinion depends crucially upon the confidence which its clients 
have in its independence of judgement: they are operating in a very 
competitive field on behalf of professional clients well capable of 
monitoring the performance and the investment abilities of different 
merchant banks. The survey by Wood Mackenzie of investment performance 
makes this easy. Unless these clients are satisfied that WIM will have 
regard solely to their interests, to the exclusion of any other, WIM, 
they argued, will not be entrusted with their funds. WIM suggested to 
me that the fact that it is now one of the largest fund management 
groups in London, with some £5.5 billion under management, supports the 
point that this trust has not been misplaced. 

6. (B)9 Lonrho had not been able to provide any direct evidence to 
support its doubts as to WIM's impartiality, so I resolved to do two 
things : 

(a) I ordered, and my staff carried out, a surprise seizure of 
all the internal papers, including the secret files, of 
Warburg's which related to House of Fraser and its affairs 
since the 1st January 1977. These were then carefully 
scrutinised; as there were more than forty feet of files and 
papers and as every page was read, this was inevitably a 
time-consuming process ; 

(b) I decided to discover, and to examine in detail all the 
facts about purchases and sales and voting of House of Fraser 
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shares on the part of WIM since the 1st January 1980. This 



also was an exhaustive enquiry. 



Purchases & Sales 

6.(B)1Q The remainder of this section sets out, in summary form, the 
evidence based upon these two inter-related exercises. 



6,(B)11 The standard letter of appointment sent to all its clients by 
WIM which sets out the functions which it will perform as fund manager 
states : 



"WIM will select the investments of the fund with the object of 
obtaining maximum total return within the context of a general 
investment policy established with your directors at regular 
meetings. Between meetings we shall have full day-to-day 
discretion to manage these investments and to make variations 
from the policy to take account of significant changes in 
investment criteria". 



Appendix 6 gives details of those holdings containing House of Fraser 
shares, and managed by WIM, between the 1st January 1980 and the 4th 
October 1983. Overall the number of shares held by WIM's clients 
incx eased from 4.1 million in March 1980 to 7.9 million in April 1983 ; 
there was then a decline to 6.5 million by October 1983. This in itself 
seems to me to cast some doubt on the Lonrho thesis that the shares were 
purchased with the object o supporting the main board. It was on the 
12th April 1988 that Lonrho requisitioned the extraordinary general 
meeting which was eventually held on the 30th June, making it clear that 
the meeting already arranged for the 6th May would not be the last vote 
on the demerger; and past experience might have led one to at least 

suspect that the vote on the 30th June would probably not be the end of 
the matter either. 
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6.(B)12 Mr Robinson stated in evidence when this decline was pointed 
out : 

"There could be a number of reasons why. My thought is that 
Warburg's felt that their forces need not be in position at 
that stage. They could always buy them back again, I suppose, 
if they needed them" . 

But it was at the June meeting that Lonrho for the first time achieved a 
paper majority in favour of demerger, the total of votes cast in its 
favour being the highest yet in its support, if the resolution at the 
November 1982 meeting, which the board did not oppose, is disregarded 
(see appendix 1). If WIM was acting in accordance with the instructions 
or advice of S G Warburg & Co so as to support the main board, then 
running down the holdings at that time seems to me to be a strange way 
of doing so. 

March — June 1980 

6. (B)13 Within the overall WIM increase, there were, as I have already 
noted, two particularly sharp increases: between March and June 1980 and 
between June 1982 and April 1983. I turn now to consider these. 

6 . ( B ) 14 The overall WIM holding during the period between March & June 
1980 increased by 0.837 million, which was mainly accounted for by an 
increase from zero to 0.665 million in the holding of the BBC Pension 
Fund managed by WIM. There was however a steady programme of buying 
between the 21st April and the 15th December 1980, with most of the 
purchases taking place before the 2nd September; thereafter sales took 
the holding down to its present level of 0.8 million. Mr Licht, a 
director of WIM, who managed that holding, stated his investment 
philosophy as follows : 

- 283 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



"It goes back to perhaps the history of House of Fraser which 
is, if I may first to go through that, that there was an 
identification of a group of companies which had similar 
attributes ; and it started with us investing in the Burton 
group.... We made a great deal of money in the Burton group, 
because we identified a similarity that it had an enormous 
quantity of assets and either the current board was going to do 
something, or it would be taken out, but somehow those assets 
would be made to sweat. In fact the situation in 1975/6 was 
such that one could be against the Burton Board, but we again 
thought long and hard, as we had a lot of shares in this, 
whether to cause agitations. We thought we would actually give 
it time, as it would all flow through. We gave it time and 
therefore made a great deal of money because that situation is, 
I suppose, simply a "no-lose" situation; and we thought the 
same, we actually moved money from Burtons to House of Fraser 
on that very simplistic thought: that if we hang on, and the 
longer you wait, the more money you make. That is central to 
our department stores philosophy. We have done that, we have 
moved from Burton to House of Fraser, we supported the board of 
Burton by not agitating, and I think agitation in that era of 
its fortunes would have caused a change detrimental to our 
clients' interests. We moved away into House of Fraser and 
have actually continued that process by identifying Woolworths 
after the merger as a similar situation". 



6.(B)15 As a matter of record, I found that in this fund monies were 
switched first from Burtons to House of Fraser and, later, from House of 
Fraser to Woolworths. These same thoughts and considerations were of 
course almost precisely those which Mr Musson, the fund manager of the 
Merchant Navy Pension Fund, told me motivated him and Mr Henderson to 
purchase House of Fraser shares in 1982 (see paragraph 5.172 et seq) . 



6.(B)16 The overall WIM holding increased between June 1982 & April 1983 
by just under 2 million shares. The increases took place chiefly in 
four holdings: Glyn Mills (Lombard Street) Nominees 1026 Account, 

Co-operative Pension Fund Unit Trust Nominees, 30 Gresham Street 
Nominees, and Metropolitan Exempt Fund Nominees. The first of these 

consisted of an amalgam of clients' accounts, the biggest being the J 
Sainsbury and Talbot Motor Company Pension Funds (the former is shown 
separately in the appendix; there were in fact no changes in this 
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period). The remaining three are all unit trusts. Mercury General and 
Metropolitan (now Mercury) Exempt being from the Warburg stable. 

6.(B)17 The purchasing patterns were as follows: 

Glyn Mills - 0.64 million 11th October 1982-lOth January 

1983 

Co-operative P/F 

Unit Trust - 0.725 million: 7th 0ctober-8th November 1982 

Mercury General- 0.125 million: 21st 0ctober-25th November 1982 

- 0.075 million: 14th February— 14th March 1983 
Mercury Exempt - 0.2 million: 15-23rd November 1982 

(The other significant purchases between the 7th October 1982 
and the 15th March 1983 were on behalf of the Wadsworth and the 
Harris & Sheldon Pension Funds: 0.035 million). 

6.(B)18 There are a number of suspicious features about these increases. 
The purchases commenced after Lonrho had requisitioned the first EGM to 
consider the demerger. WIM have nineteen managers controlling UK equity 
funds. These purchases were made by no fewer than ten out of the 
nineteen, with the bulk however by one. Moreover all the transactions 
without exception were booked through Cazenoves. 

6 . (B)19 I decided therefore to take oral evidence individually from many 
of these managers who gave me their reasons in detail and at length for 
buying House of Fraser shares at various times over the period since 
January 1980. The general tenor of their evidence was reflected in a 
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letter from Mr Parsloe, a director of WIM: 



"In general purchases were made throughout the period in 

the belief ... that the price of the shares would rise, either 
as a result of a recovery in profits or of a bid, and that the 
scope for any fall in the value of the shares was limited by 
the net asset value of the company" . 



The purchases were justified by subsequent price movements. As Miss 
Galley, another WIM director, observed to me: 

"We thought we could make money and we did: a lot of the 
purchases were around 180p". 

6 . (B )20 A number of the fund managers recalled in evidence their 
specific reasons for the purchases in the autumn of 1982. Mr Cavanagh, 
who was the in-house stores expert and who also managed the Mercury 
General fund, said to me that, so far as his fund was concerned, they 
were 



"a speculative holding for a high-profile unit trust" . 

Mr R J Bunce recalled feeling that the exposure to the stores sector in 
the trusts he managed should at that time be increased as he anticipated 
a minor consumer boom: House of Fraser he considered to be undervalued 

and so to be a good choice to take advantage of this. Mr J N Stewart 
recalled following the advice of the stores analyst, Mr Cavanagh, with 
whom he had discussed the share. MrsS M Crisp recalls that a good share 
price performance was anticipated by her, as did Mr R M Palmer. Mr P W 
Urquhart recalled that House of Fraser in his view had underperformed. 
These comments resonate in tune with evidence that I received from other 
funds. 
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6.(B)21 Mr Cavanagh, a worker-priest, specifically denied on oath that 
anyone in WIM received instructions to buy House of Fraser shares from 
anyone at all whether in Warburgs or elsewhere; the other fund managers 
gave evidence to the like effect; nor did I find any evidence to 
controvert these denials. I cannot believe that in a small, 
closely-knit unit such as the nineteen fund managers, such instructions 
could have been given without becoming known to most of them and in 
particular to the stores analyst, Mr Cavanagh. I believe they were 
truthful when they told me that no such instructions had been given or 
any other pressure brought to bear upon them in relation to the purchase 
of House of Fraser shares. 

6,(B)22 As can be seen from the share price information (appendix 4), 
the price of House of Fraser in the last quarter of 1982 in fact was not 
historically low; between the 7th October and the 30th December it 
ranged between 172p and 182p. In the entire period since the 1st 
January 1980 it had only briefly hit this level (mid-June to early 
September and a week in November in 1981). Subsequently it rose quite 
sharply from May 1983, but there was a further period in the doldrums 
first. It seems, paradoxically, that WIM were influenced in their 
investment decisions by the atmosphere, considerations and debate 
surrounding possible demerger, and their consequent effects on the share 
price. 

6 . (B) 23 A number of the managers also record liquidating all or part of 
these holdings, so as to take profit, before the demerger issue was 
resolved. The Glyn Mills holding was reduced by 0.622 million between 
the 20th May and the 24th August 1983. 0.05 million shares held in 
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Mercury General were sold on the 20th May. These formed part oi the 
wider running-down of W1M holdings upon which I have already commented. 
0.327 million shares were actually sold between the dates of the two 
demerger meetings. These, and subsequent disposals of 0.965 million to 
the 24th August, were part, it was said, of a wider profit-taking and 
did not in any way reflect a feeling that, with the defeat of the 
special resolution on the 30th June, challenges to the board of House of 
Fraser were to be a thing of the past. 

Other Intensive Periods of Buying and Selling 

6.(B}24 There were two other periods of intensive activity. WIM bought 
0.68 million shares during March and April 1981. WIM representatives, 
when giving evidence, had no clear recollection as to the specific 
reasons for these purchases, which were all made by Mr Licht and Miss 
Galley . At this time the Lonrho bid had just begun to be considered by 
the Monopolies Commission. The suspicion that WIM was buying to support 
the company is countered by the fact that in September to November 1981 
it sold 0.852 million shares, which WIM recalled in evidence had been 
done because the interim figures had been poor. It is striking that the 
sales took place just before the Monopolies Commission's report emerged, 
and at a time when, as I learned, the bulk of informed opinion in the 
City expected Lonrho to be permitted to bid. This in my view, 
underlines the evidence, which X accept, that WIM ' s investment decisions 
were made independently of Warburgs and uninfluenced by them. 

Other Factors 

6. (B)25 There are one or two further matters which support WIM's 
evidence that its decisions were determined solely by the investment 
needs of its clients. By no means all of WIM's various funds held house 
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of Fraser shares: only one in five of the funds they managed did so, 
though by value these represented in all about 55% of the total funds 
managed by WIM. Moreoever it was only for a brief period that the total 
of all WIM's holdings in House of Fraser exceeded 5% of the company's 
equity. On the 6th May 1983, when the holding was at its maximum, there 
were sixteen other companies with an issued capital of more than £100 
million in which WIM's aggregate holdings under management exceeded 5%, 
four of these being over 10%. This supports the evidence given to me by 
WIM that although its policy is to tend to concentrate its investments, 
House of Fraser has not been a large, sensitive, or high-profile 
holding. 

Voting 

6.(B)26 The standard letter of appointment from which I quoted earlier 
states : 

"we will not, without your instructions, exercise any voting 
rights attaching to the securities of the fund". 

Senior directors and managers of each of the major WIM-managed funds 
whom I interviewed and asked expressly what in fact happened, confirmed 
that this was indeed adopted not just in theory but actually in practice 
by WIM. 

6.(B)27 WIM told me that, to save administrative costs, in 

non-controversial matters it is not its practice to approach clients for 
instructions unless, exceptionally, either the client or the company 
itself first contacts it. In controversial matters, on the other hand, 
managers usually do approach clients to obtain their voting 
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instructions. But there is no universal rule. Some funds expect to be 
alerted, others make plain that they are reluctant to be involved or 
consulted. In the case of the Harrods demerger Miss Galley said: 



•'It was an important decision affecting the price of the House 
of Fraser shares and it was also one where the outcome was 
uncertain. It was our view that we should go and call on 
clients and give them our views and tell them that the outcome 
was uncertain. Q. Wait a moment. That the outcome was 
uncertain - did you go on to say: and therefore you should 
vote? A. (Miss Galley) I think we probably did, yes. I do 
not know whether one said exactly: therefore you should vote. 
(Mr Parsloe) Our advice is - do you agree we should vote your 
holding in favour? "Nay" voters will, however, have to consider 
the ultimate implications and whether there is a suitable 
shadow board ready and capable to direct the business". 



6.(B)28 As to how they should cast their vote, WIM recommended against 
demerger. It was explained in evidence to me that this was based upon 
two main thoughts: first, they were doubtful, after study of the 
arguments, whether the benefits of demerger would outweigh the 
disadvantages; second, they felt that Lonrho's demerger proposal was 
really an attempt to gain control of the company without shareholders 
being offered an adequate price for their shares and were dubious as to 
their real motivation for wishing to hive off Harrods. 



6.(B)29 In reaching the decision as to what recommendation to make, 
which was made in consultation together by three directors, Mr Licht, 
Miss Galley and Mr Zimmermann , WIM commissioned an advisory paper from 
its in-house stores specialist, Mr Cavanagh. Mr Cavanagh's note of the 
22nd April 1983, which was amongst the papers I seized, was evenly 
balanced as to the possible impact of demerger upon the share price. It 
concluded that: 
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"The calculations above (about price/earnings ratios) do not 
make me feel very strongly for or against the EGM resolution. 
Ignoring SGW’s client relationship and looking purely at 
fundamental investment criteria, I am bound to conclude that 
demerger probably offers a better chance of share appreciation 
than maintenance of the status quo. Nevertheless, I do not 
anticipate a dramatic re-rating (or de-rating) of the total 
investment in either case. Further, investors will be 
concerned about the long-term viability of the company, whether 
or not the resolution is passed. The fact that the resolution 
includes a vote of confidence may well cause some shareholders 
to support the board, given Lonrho ’ s City profile. However, I 
fear that Professor Smith is not popular with some investors 
and that the confidence measure could also attract "nay" votes. 
"Nay" voters will, however, have to consider the ultimate 
implications and whether there is a suitable shadow board ready 
and capable to direct the business". 



6.(B)30 I cross-questioned the WIM witnesses keenly as to why the 
eventual voting recommendation was not in line with the advice of their 
own resident expert and what part the fact that House of Fraser was a 
Warburgs client played, particularly in view of the phrase Mr Cavanagh 
used about "ignoring SGW's client relationship", which seemed to me to 
indicate that he considered that to be at the least a relevant factor. 



6. (B)31 On the first point, Miss Galley and Mr Licht said that at the 
time they doubted personally whether there would be any appreciation in 
the share price, beyond a brief speculative flurry. They felt that the 
rump of House of Fraser shorn of Harrods could not stand alone and 
command the sorts of ratings which Mr Cavanagh was suggesting. There 
were also greater tax inefficiencies than had been appreciated when Mr 
Cavanagh wrote his paper. Miss Galley was well— fitted to make such a 
judgement, for she had herself previously been the in— house stores 
specialist for several years: Mr Cavanagh had only succeeded her a 
matter of months before. 
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6.(B)32 On the second point, Mr Cavanagh said that he made the reference 



to Warburgs in order to emphasise that his paper and his conclusions 
were based upon fundamental research without being influenced in any way 
by Warburgs' role, and that he used the phrase in that sense. At the 
same time, he said, it drew the decision-makers' attention to the client 
relationship, even though he knew that they would not take this into 
account in reaching their decision. Such a reminder was of course 
hardly necessary. Miss Galley, when I questioned her about the phrase, 
did not agree at all with the suggestion that the reference had any 
sinister quality: 

"We were all aware that this was a battle that had been raging 
for some considerable time and had so much publicity you could 
not fail to be aware that Warburgs was corporate adviser and I 
think that that phrase actually reflects that" . 

Mr Licht said that buying shares at all betokened confidence in, and so 
logically support for, a board: having bought, WIM had never, in the 
case of any company at all, supported resolutions which were in total 
opposition to the advice of the board. Mr Parsloe added that WIM's 
advice as to voting in fact was in accordance with the voting policy 
adopted by the great majority of institutional shareholders, as indeed 
is borne out by my analysis of how the votes were actually cast. 

6 , ( B } 33 My decision on this issue depends in the end upon whether I 
believed Miss Galley and Mr Licht when they gave evidence. I felt Miss 
Galley, m particular to be an impressive witness, and both seemed to me 
to be telling the truth according to the best of their ability. I 
accept that Miss Galley and Mr Licht conscientiously and independently 
applied their mind to the problem of which way to recommend their 
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clients to vote, and I have been convinced by their evidence that in 
overriding the recommendation of their stores specialist they were not 
influenced by Warburgs position as adviser to House of Fraser. I found 
the explanations given for the reference to Warburgs in the note to be 
less convincing; but in view of my conclusion that the final decision 
was honestly taken, it perhaps is less important to decide whether Mr 
Cavanagh merely made an unfortunate use of language or was signalling to 
his superiors. 

6 . (B ) 34 WIM's clients of course were not bound to accept the advice they 
received: the power of decision at the end of the day was that of the 
client. The voting records for shareholders with over 100,000 shares 
demonstrate that nearly all of them did vote in accordance with the W1M 
recommendation. I have no doubt that in some cases acceptance of WIM's 
advice was almost a formality. But in other cases, and in particular 
those of the major funds who had available other sources of advice, such 
for instance as British Rail and the Post Office, this was clearly very 
far from being the case. I shall shortly turn to set out in detail the 
evidence received as to how these major funds made their decisions. 

WIM - Conclusions 

6.(B)35 To sum up on WIM, I found no evidence to support the view that 
the investment decisions which WIM made on behalf of its discretionary 
clients were influenced by any desire to increase support for the main 
board of House of Fraser. I am satisfied that the decision to advise 
clients to support the board on the demerger issue was taken on what 
were genuinely believed to be the merits of the case, even though the 
Warburg relationship inevitably must have been well-known to WIM, in 
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view of all the publicity, whether referred to in Mr Cavanagh's paper or 
not. Since this is my clear conclusion, the question as to whether 
Warburgs may have wished to influence WIM's clients to vote in favour of 
the board of House of Fraser does not arise. However I received 

evidence about this and so I propose to deal with the matter briefly. 
But before doing so, I must first refer to the position of the other 
shareholders whom Lonrho associated with WIM and Warburgs . 

The Warburg Link - Other Shareholders 
National Coal Board Pension Fund 

6.(B)36 Lonrho's allegations concerning the National Coal Board Pension 
Fund ("NCB Fund") may be summarised as follows. The Fund's 
director-general, Mr Hugh Jenkins, has been a strong opponent of Lonrho, 
particularly at the hearing before the Monopolies Commission, where 
voluntarily he gave evidence adverse to Lonrho. He was also in the 

opinion of witnesses from Lonrho, as chairman of the National 
Association of Pension Funds ("NAPF") case committee on House of Fraser, 
opposed to Lonrho. Two members of the NCB Fund's investment advisory 
panel are Mr Ernest Sharp, a House of Fraser main board opponent of 
Lonrho, and Sir Ronald McIntosh, a director of Warburgs. As a result of 
these links and the advice which from time to time Warburgs gives the 
ilt,D .Fund, oh at bank, Lonrho alleged, has "an extreme influence" on the 
NCB Fund. They suggested that it was because of this influence that the 
rund increased its holding after the appointment to the board of 
Professor Smith and Mr Sharp, when there was a continuing possibility of 
opposition from Lonrho. Finally the NCB Fund has consistently voted its 
holding against Lonrho, it was alleged, not from a proper consideration 
° f the merits but because Mr Jenkins was personally opposed to Lonrho. 
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6.(B)37 The evidence which I received from Mr Jenkins bearing on these 
points may in turn be summarised thus. Mr Jenkins was invited to give 
evidence by the Monopolies Commission itself, although he had first been 
approached to do so by House of Fraser or one of its agents. He 

presented, he said, an institutional view not just about House of Fraser 
but about the whole stores sector. The thrust of his evidence was that 
not only House of Fraser but the sector as a whole, which is an 
important area for long-term institutional investors, would be 
diminished by a Lonrho take over, as that company's expertise in the 
stores sector was very limited. He told me he remains of this view 
today. He said that whilst each member of the NAPF case committee 
"log-rolled for a particular point of view" at different times, there 
was no question of himself ever acting other than impartially. 

6 . (B) 38 As regards the alleged links with Warburgs, the NCB Fund has, he 
told me, never at any time been advised by WIM. Warburgs have from time 
to time given financial advice to them, for example about the take-over 
of an investment trust in 1977. The bank may also have advised the 
National Coal Board, though Mr Jenkins did not know if it had. But 
neither share purchasing nor voting, as he told me, have ever been 
discussed with Warburgs . Neither Mr Sharp nor Sir Ronald McIntosh has 
ever been a party to the NCB Fund's investment or voting decisions: 
their role, like that of the other outside investment advisers, is to 
provide strategic advice about the totality of the Fund's investments 
and their diversification, and not to discuss individual holdings. 
Warburgs gave evidence to similar effect when I questioned them about 
it, as did Mr Sharp. 
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6.(B)39 The decisions concerning the three share purchases on behalf of 
the Fund in October 1981 were made, according to Mr Jenkins' evidence, 
by one of the investment managers employed by the Fund, at a time when 
the Fund was able to deal in shares despite Mr Jenkins being a member of 
the NAPF case committee. Mr Jenkins was not consulted. The shares were 
purchased because they were felt to be cheap and a good buy. The 
transactions were in fact made through Capel-Cure Myers, Lonrho's own 
company stockbroker. 

6 . ( B ) 40 The decision to vote against demerger was taken, as I have 
recorded in paragraph 4.10 & 4.11, not by Mr Jenkins alone, but by Mr 
Brian Harrison, the chairman of the NCB Fund's trustees and a board 
member of the National Coal Board responsible for its finances, after 
discussion and in conjunction with Mr Jenkins. I was told, and believe, 
that the decision was influenced by the need, from the NCB Fund’s very 
nature, for its investment philosophy to be relatively long-term. They 
considered that whilst there might be some short-term appreciation in 
the share price were Harrods to be demerged, nevertheless over a longer 
timespan the rationalisation and reconstruction upon which the main 
board was engaged would produce better returns for long-term holders. 
The NCB Fund was also slightly influenced by the philosophy of not 
voting against an incumbent board without very good reason being shown 
and, on the same line of thought, by the need to maintain satisfactory 
relationships with other companies where the Fund is a major 
shareholder . 

6.(B)41 I found Mr Jenkins' evidence to be far more convincing than 
Lonrho's bare allegations, and I accept it to be true. A particular 
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factor which influenced me was that the only purchases of House of 
Fraser shares after 1980 were those in October 1981, which totalled only 
70,000 shares. This amount seems to me to be neither here nor there in 
a fund with assets exceeding £3 billion, who already owned a total 
holding of getting on for 4 million shares. It seems to me that if the 
NCB Fund had wished to support the House of Fraser board in the way 
alleged by Lonrho it surely could and would have increased its holding 
over the period 1980-83 to a much greater extent. The 70,000 shares 
cost the Fund just over £100,000 at a time when the Fund had £3.12 
billion under management, of which £1.9 billion was invested in UK 
listed equities. The purchase was small beer indeed. 

6.(B)42 I bore in mind in reaching the above conclusion the fact that 
the papers which I seized and inspected at Warburgs revealed that Mr 
Jenkins over the period with which I am concerned enjoyed a very close 
and obviously friendly relationship with that bank, which extended to 
matters concerning House of Fraser. Let me take just two examples: The 

NCB Fund would have been principal underwriters, as opposed to placees, 
in the bid which Mr Richardson made for Lonrho r s House of Fraser holding 
in the summer of 1981 (see paragraph 6(B) 79). The papers revealed that 
the NCB Fund was also prepared, as an alternative, to acquire 20% of the 
29% of the company held by Lonrho if that were to come on the market. 
Similarly, when later in the year Warburgs was considering how to cope 
with the outcome of the Monopolies Commission’s decisions, directors of 
Warburg discussed with Mr Jenkins the idea of finding a group of 
institutions to buy the House of Fraser properties by means of a joint 
venture with a retailer who would take over all retailing activities on 
a full rental basis . 
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6,(B)43 Mr Jenkins himself told me, to my surprise, that he had no clear 
recollection of this and I obtained the distinct impression that his 
poor recollection was to some extent self-defensive. I have therefore 
both reviewed all Warburgs' papers, and considered the whole matter with 
particular suspicion and care. But nowhere in the Warburgs' papers is 
there to be found any evidence to support Lonrho's allegations against 
Mr Jenkins; and in view of the comprehensiveness of their files and 
notes I am sure I would have found in them information supporting 
Lonrho's allegations had these in fact been justified. It was 

significant too that in none of the discussions documented in the files 
in which Mr Jenkins took part is there any evidence to suggest that he 
ever acted other than in the interests of the beneficiaries of his Fund, 
for whom there were clear financial advantages in each of the courses of 
action proposed, even though from time to time these might at the same 
time have served other interests. Mr Jenkins made it clear to me that 
he was totally opposed to, and had little respect, for Lonrho or its 

philosophies. I should add that his feeling is clearly reciprocated In 
his turn by Mr Rowland. 

Hie Post Office Superannuation Fund 

6 . ( B ) 44 In 1983, following the earlier creation of British 
Telecommunications, the Post Office Staff Superannuation Fund ("POSF") 
was sub-divided, a proportion of the assets being acquired by the 
newly-established Britel Staff Superannuation Scheme. But the investment 
manager to both schemes remained a single organisation, now called 
Poslel Investment Management Limited ("PosTel"). I shall hereafter 
refer to the two schemes jointly as "POSF". 
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6.(B)45 POSF was managed, in the period with which I am concerned, by 
three different banks (WIM, J Henry Schroder Wagg & Co Limited, and 
Morgan Grenfell Limited) whilst the remainder of its funds were managed 
in-house by PosTel itself. The banks each manage currently about £250 
million as compared with approximately £4 billion under internal 
management. Only the WIM and the in-house portions have held House of 
Fraser shares in the period since the 1st January 1980. Lonrho drew my 
attention to the fact that major increases occurred in the total POSF 
holding between March and June 1980, and again after Professor Smith 
became chairman. Lonrho alleged that the shares not managed by WIM were 
voted in favour of demerger at the general meetings in May and June 
1983, whereas those managed by WIM were voted in support of the board. 
Obviously, were this to be the case, it would have been significant so I 
investigated the facts with particular care. 

6 . (B)46 I have already dealt with the purchases made by WIM, which 
comprise about one third of POSF's total House of Fraser holding. WIM's 
purchases were in fact made at a later date than suggested by Lonrho 
(see appendix 6 which shows the POSF holding since the 1st January 
1980). There was no increase in the total holding between March and 
June 1980. But there were purchases totalling 0.59 million shares made 
by the in— house managers between the 30th September 1980, just after 
Professor Smith became a director, and the 28th January 1982. The 1980 
purchases were made through Grieveson Grant , the 1981 and 1982 purchases 
through Cazenoves. 

6. (B)47 Mr George Dennis, the chief investment manager of PosTel, told 
me that the core portfolio, which is designed to match the market as 
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shown by the "Financial Times" index, is invested in most stocks in the 
market. The PosTel part of POSF was underweight both in the stores 
sector and in House of Fraser. House of Fraser was thought to be an 
attractive investment because its profit margins were under pressure and 
it was taking steps to remedy this; there was pressure from shareholders 
for the company to improve its performance; the management was revamping 
the company and implementing new ideas. Mr Padgett, director of finance 
for PosTel, amplified Mr Dennis's evidence, and told me that: 

(a) the core portfolio was underweight in the retailing sector; 

(b) the same portfolio was underweight in House of Fraser; 

(c) House of Fraser was thought to be attractive for the 
following reasons: its profit margins were under pressure; it 
was taking steps to remedy this; there was pressure from 
shareholders for the company to improve its performance ; the 
management was revamping the company and bringing in an 
infusion of new ideas; for these reasons the company was seen 
as a recovery situation. 

When Mr George Dennis became a member of the NAPF case committee early 
in 1982, in accordance with NAPF practice, PosTel itself ceased to deal 
thereafter in House of Fraser shares. 

6.(33)48 So lar as voting its shares was concerned, Mr Dennis, as I have 
described in detail in paragraph 4.15, told me that POSF is in a 
position to, and does, reach its own independent decisions as to which 
way to vote, and then votes in that same way both the externally-managed 
and the internally-managed holdings. POSF's entire holding was in fact 
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voted the same way at the three demerger meetings, initially in November 
1982 to support consideration being given to the question of demerger, 
but then at both the 1983 meetings against the demerger of Harrods . Mr 
Dennis explained to me that the decision to vote against the demerger 
was taken by the chief executive of PosTel, Mr Quartano, after taking 
his advice and following discussions with PosTel' s internal retail 
specialists. His advice was based upon a number of considerations. 
PosTel always supports an incumbent board unless there is good reason 
not to do so; in the short-term at least, House of Fraser without 
Harrods would have been in a very difficult cash flow position; 
department stores generally were going through a rough patch; the 
company's board needed a breathing space to find the right policy; the 
demerger issue should at least be postponed until the rationalisation 
programme had been completed. Mr Dennis strenuously denied that there 
was any question of supporting the board on the basis that they were 
advised by Warburgs. 

6.(B)49 I accept that Mr Dennis gave his advice, and Mr Quartano reached 
his decision, in complete sincerity and independence. Mr Dennis struck 
me as a truthful man. However I do suspect that it is his nature, as an 
extremely experienced and independent-minded fund manager, to hold his 
cards fairly close to his chest; it may be this which explains Lonrho's 
mistaken belief as to PosTel having voted in favour of demerger. There 
was no evidence before me to suggest that either the Fund's purchases, 
or its votes, were influenced by anything other than what Mr Dennis and 
his colleagues considered to be the best interests of POSF's 
beneficiaries. 
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British Aerospace Pension Fund 



6 . ( B ) 50 Lonrho believed that the British Aerospace Pension Fund was 
advised by Warburgs. Mr Dunlop said in evidence: 



" I telephoned them. I thought that the bonds from the past 
might at least help find somebody who would listen. They would 
listen and indeed they listened most receptively I thought. I 
really did think that they seemed to see the logic of the 
argument and accept the argument as well. It could be that 
they were being polite, but one can usually sense if somebody 
finds an argument reasonable or can see the weight of it, from 
the conversation. I was fairly hopeful. Subsequently, I heard 
from them that they had made up their minds to vote the other 
way and that this had come from a higher level. That, I 
assumed, they did not tell me, was from Warburgs. Q. Who told 
you that? -A. Warburgs had forced the point. The person I 
was talking to at British Aerospace. Regretfully, I have not 
got the detailed notes of these conversations. I played it by 
ear at the time and, obviously, I did not realise that it was 
so significant." 



6.(B)51 I put this allegation of "pressure from above" to Mr Norwood, 
the corporate pensions manager for British Aerospace, and Mr Gibbon, who 
has lately become the Fund's investment manager but who had taken no 
part in these events. Mr Norwood explained to me that at the relevant 
time the Fund was managed on a discretionary basis principally by three 
external managers: Prudential Portfolio Managers, Lloyds Bank Investment 
Limited and WIM. The only House of Fraser purchases in the relevant 
period were made by Lloyds, the holding increasing from 112,000 shares 
in January 1982 to 175,000 in July 1983. Over the same period the 
Prudential holding was run down from 25,000 to 12,500 shares. No House 
of Fraser shares at all were held in the WIM part of the Fund at any 
time since the 1st January 1980. Mr Norwood went on to say that voting 
decisions we. e left to the outside investment managers, subject to 
consultation, at the manager's discretion, with the Fund and also to a 
right by the trustees to override any decision, though this was only 
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expressly written into the agreement with Prudential. The Fund had been 
consulted generally about the demerger votes. The chairman of the 
trustees, Mr Bernard Friend, took the view that the Fund should either 
support the main board or abstain. Mr Friend, who is the finance 
director of British Aerospace, considered that the manner in which the 
Lonrho resolutions were put forward was disruptive and was interfering 
with the general management of House of Fraser. In the event Lloyds 
voted in November in favour of considering demerger, but at both 
meetings in 1983 voted against actual demerger; the Prudential voted 
against demerger on all three occasions. 

6.(B)52 Although Mr Norwood had no precise recollection of his telephone 
conversation with Mr Dunlop, he told me he was sure that the terms of 
what he said was that he did not not wish to get involved to any great 
extent, but that he would discuss with the chairman of the trustees and 
with the investment managers the way the Fund should vote. He was quite 
clear in his own mind that though both had canvassed him, neither - 
Warburgs nor Lonrho had attempted to exercise any undue pressure on the 
Fund; rather, each side had been equally curious to find out how the 
shares were going to be voted. 

6 . (B) 53 It is difficult to say which of these two differing accounts of 
a brief telephone conversation is the correct one. What is indubitable 
is that the voting decisions were taken by the external fund managers 
after general consultation with the Fund. Mr Norwood was quite clear 
that the Fund had never been under any pressure about the line to be 
taken from any source. Warburgs, he said, had acted properly in 

everything they did in relation to the Fund, and they did not control 
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any of the Fund's House of Fraser shares in any event. I consider that 
the impression Mr Dunlop gained was mistaken and not factually 
justified. 

Co-operative Insurance Society 

6 . ( B ) 54 Lonrho believed that the Co-operative Insurance Society was 
advised by Warburgs. Both the Society itself and WIM gave me evidence 
that there was no such connection. Mr Stephen Wood, the Society s chief 
investment manager, also denied that the Society had received any 
approaches of any kind from Warburgs with regard to its holding in House 
of Fraser. He told me that none of the Society's share purchases was 
made in concert with any other party, nor was the Society approached 
with a view to so doing with the object of supporting resolutions put to 
the shareholders. He struck me as a completely straightforward man and 
I accept the truth of what he told me. 

Robert Fleming Investment Management 

6.(B)55 Sir Hugh Fraser recalled visiting, when he was chairman, a 
number of institutions in the summer of 1980 together with 
representatives of Warburgs and Cazenoves. He distinctly remembers 
calling on Robert Fleming and asking them for their support both as to 
voting and, if they agreed, then to hold on to or increase their 
shareholding. No one at Robert Fleming was able to recall the meeting, 
but I accept Sir Hugh Fraser's evidence that such a meeting did take 
place. 
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The Warburg Link - S G Warburg & Co 



Introduction 

6 . (B) 56 I turn now to the allegation made by Lonrho that because of the 
circumstances in which Warburgs resigned as Lonrho' s bankers in 1971, 
the bank's advice to House of Fraser has been motivated not by the best 
interests of that company but rather by spite and hostility towards its 
former client. The rights or wrongs of the 1971 resignation are clearly 
not central to my investigation, but since the allegation is a serious 
one and since I received evidence on the matter, I feel bound to deal 
with it, though not at great length. 

6.(B)57 The circumstances in which Warburgs resigned as Lonrho's banker 
are described in part 10 of the "Report of the Investigation of Lonrho 
under Section 165 (b) of the Companies Act 1948" (HMSO 1976). I do not 
propose to recapitulate them here. All that is relevant to my purpose 
is that Mr Rowland believes that Warburgs have ever since then been 
determined to undermine Lonrho whenever the opportunity has arisen, and 
he gave the instances with which I deal below. For its part, Warburgs 
strongly denied that the allegation had any foundation at all; Warburgs 
did not wish to add anything to its letter of resignation, which is 
published at page 452 in the above report. 

The Allegations 

6 . ( B ) 58 The specific allegations against the bank are set out shortly 
below. Lonrho, in the evidence given by their directors, suggested 
that : 



- 305 - 

Printed image digitised by the University of Southampton Library Digitisation Unit 



(a) 



(b) 



(c) 



(d) 



(e) 



(f) 



(g) 



In about 1977, in order to strengthen its position with House 
of Fraser, Warburgs advised the company to make a rights issue; 
this was abandoned only as a result of Lonrho s intervention. 

In 1980 SGW advised and persuaded the board of House of Fraser 
to go back on its word and not to appoint a third director from 
Lonrho . 

The sale and leaseback of D H Evans was a Warburgs' idea, 
professionally packaged by them, to make House of Fraser a less 
attractive bid prospect to Lonrho. 

Professor Smith and Mr Sharp were appointed to the House of 
Fraser board in August 1980 to undermine Sir Hugh Fraser, bring 
the company under Warburgs' control, and ensure that Lonrho was 
opposed at every turn. The executive committee, which was also 
Warburgs' idea, was intended to achieve the same end. 

When Lonrho discovered in January 1981 that Sir Hugh Fraser had 
been gambling again, its deputy chairman, Sir George Bolton, 
called upon Lord Roll, chairman of Warburgs. He obtained the 
impression that Warburgs was in a position to, and would, 
arrange that the D H Evans resolution would be deferred, and 
possibly also the EGM arranged for the 20th January. 

Having used him to get the D H Evans resolution through, 
Warburgs decided that Sir Hugh be replaced as chairman and 
arranged a meeting of non—Lonrho directors for this purpose . 
With Warburgs' encouragement and stage management, Professor 
Smith, their nominee, was appointed as chairman. 

In Autumn 1981 Warburgs was involved in a consortium to buy out 
Lonrho s holding and thus to ensure their control over* House of 
Fraser. Warburgs were also involved in Mr Richardson's 
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proposal to Mr Rowland in May 1982. 

(h) SGW has persistently refused to allow any sort of 

reconciliation between the board of House of Fraser and Lonrho. 
As merchant bankers to House of Fraser they have never made any 
approach to Lonrho to achieve a reconciliation. 

(a) In about 1977, in order to strengthen its position with House of 
Fraser, Warburgs advised the company to make a rights issue; this was 
abandoned only as a result of Lonrho^ intervention. 

6(B) 59 It is not entirely clear to me where the initiative for the 
rights issue came from. The contemporary documents show that it was 
certainly the case that Mr Rowland tried to persuade Sir Hugh Fraser in 
1977 that a rights issue was inappropriate. But another very important 
factor was the negative attitude of Carter Hawley, which then owned 20% 
of the equity of House of Fraser, committing its resources to making any 
further investment in the company. Without Carter Hawley's support a 
rights issue was likely to prove unfruitful. The main significance of 
this episode is that House of Fraser had to consider other ways of 
raising cash. The board's decision in August 1977 not to proceed with 
the issue led indirectly to the D H Evans sale and leaseback proposal. 

(b) ln 1980 SGW advised and persuaded the board of House of Fraser to go 
back on its word and not to appoint a third director from Lonrho. 

6 . (B) 60 The evidence I received does not entirely elucidate this matter. 
There appears to have been an agreement, to which Sir Hugh at least was 
party, that Lonrho should have a third representative as a director, as 
had been demanded. Whatever "offer" there may have been was withdrawn 
when the relationship between Lonrho and the board deteriorated during 
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the row over the dividend in the summer of 1980. There is no evidence 
in the Warburgs papers to suggest that Warburgs were instrumental in 
this decision. It seems clear to me that the hostility to Lonrho 
stemmed from the board. 

(c)The sale and leaseback of D H Evans was a Warburgs* idea, 
professionally packaged by them, to make House of Fraser a less 
attractive bid prospect to Lonrho. 

6 . ( 5 ) 61 Although the oral evidence I received is conflicting, it is 
clear from Warburgs' contemporary documents that the sale and leaseback 
was an inspiration of Sir Hugh's which, given the commitment he had 
entered into before telling his colleagues, and his position as chairman 
at the time, the other directors then rallied to support. A note by Mr 
David Scholey of a telephone conversation he had with Professor Smith on 
the 19th October 1980 illustrates the point: 

"Fraser has been very eager for assurance that he will be 
supported by his executive colleagues in connection with the 
sale and leaseback transactions. Smith believes he has been 
quite surprised by the extent to which Smith and others have 
confirmed that they will of course support him ...." 

Warburgs certainly used their formidable drafting skills in the 
presentation of the deal to shareholders, but, it is significant, not 
before questioning very vigorously with board members the terms of the 
arrangement and whether or not it was beneficial to the company. 

U.!J^i -ggg or Smith and Mr Sharp were appointed to the House of Fraser 
board in August 1980 to undermine Sir Hugh Fraser, bring the company 
Warburgs^ — control ., and ensure that Lonrho was opposed at; every 
± ....gxecutive conmittee, which was also Warburgs* idea, was 
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intended to achieve the same end 



6.(B)62 There is a considerable body of evidence, from both witnesses 
and contemporary documents, that institutional shareholders at that time 
were losing confidence in the board of House of Fraser and in particular 
Sir Hugh as its chairman. This appears in the documents from as early 
as May 1979, with suggestions being made that a further non-executive 
director should be appointed in addition to Mr Humphries. There were 
two main areas of concern expressed: the credibility of Sir Hugh Fraser 
as chairman, and the rather inward- looking character of his board. It 
was felt, in spite of Sir Hugh's great strength as a retailer, that the 
bad publicity associated with his private life and the diversion of his 
attention to other matters prevented him any longer from being a really 
effective leader. This mattered the more because the board were almost 
all internal appointees chosen for their expertise in retailing; there 
was felt to be no one with the necessary experience to be able to 
represent to institutional shareholders and to the city generally the 
views and reasoning of the board. 

6. (B) 63 W a rburgs and Cazenoves discussed together how the company might 
respond to these concerns . On the 5th April 1980 Mr Scholey put to Sir 
Hugh, with Cazenoves' support, the proposal that someone with 
complementary skills, particularly in the public conduct of the 
company's business, might be appointed as co-chairman; they went so far 
as to say that if this was not acceptable, and Lonrho became aggressive 
towards the company, the board might have to find other financial 
advisers. I discuss in paragraph 6(B)110 et seq below the question 
whether or not this proposal was improper, in that it may be seen as 
amounting to an ultimatum on the part of Warburgs which the company was 
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in no position to refuse. It suffices for present purposes to say that 
it was eventually agreed by Sir Hugh and others that the board should be 
strengthened by the addition of three further non-executive directors , 
responsible for relations with both institutional shareholders and 
financial commentators, and one of whom should become deputy chairman in 
place of Mr Rowland. 



6 . ( B ) 64 After consideration of various names by members of the board, 

Warburgs was asked to produce three possible candidates, and, after 

interview of all three by Sir Hugh and Mr Humphries, two, Professor 

Smith and Mr Sharp, were appointed to the board. The contemporary 

documents make it clear that throughout Sir Hugh was fully involved in 

this P rocess * Besides being appointed deputy chairman, Professor Smith 

also became chairman of the new executive committee, which was designed 

to free the main board of a lot of executive work. The committee was 

not Warburgs ' idea, though the bank, when consulted agreed with the 

concept. If any one person could be said to have been its author, it 

was Mr Willoughby, though the idea seems to have emerged through 

collective internal discussion over a period of months. The appointment 

of Professor Smith may have acted as a catalyst. Sir Hugh is seen to 

have from the start participated fully in the setting up and work of the 
committee. 



6. (B)65 It would be misleading to appear to suggest 
proceeded as smoothly as the foregoing account might 
situation contained a number of highly volatile elements: 



that 
imply . 
Sir 



natural capriciousness was exacerbated 



by the resentment he 



events 
The 
Hugh 1 s 
then 
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harboured about the new appointments which he saw, correctly, as 
betokening a lack of confidence by the City in his qualities as a 
chairman; the clan loyalty of the main board directors to Sir Hugh; the 
determination of the assertive and sometimes abrasive Professor Smith to 
make his mark on appointment to the board of a market leader for the 
first time; the toughness of mind and character of Mr Sharp, of whose 
ability and commercial acumen no one who has met him could honestly fail 
to have the very highest regard; the concern of Warburgs and Cazenoves 
that the transition to a new management style should be achieved with 
the minimum of damage both to the company and, understandably, to their 
own reputations; and, lurking ever-present in the background and 
sometimes in the foreground, the looming presence of Lonrho, led in the 
eyes of most of the House of Fraser board by the formidable demon figure 
of Mr Rowland. 

6.(B)66 The exact interplay of these elements cannot now be seen or 
depicted with precision. But one fact is crystal clear to me. I have 
no doubt whatsoever that it was not Warburgs' purpose in putting 
forward, inter alia, Professor Smith and Mr Sharp to attempt to take 
control of the board. On the contrary, whatever may have been said of 
them during the subsequent controversies, and leaving aside whether 
their views were right or wrong, both Professor Smith and Mr Sharp have 
shown themselves to be independently-minded men with strong views of 
their own. Anyone with knowledge of their previous careers and who 
discussed business with them must have been aware that they were in no 
way "yes-men" and would never become anyone's poodle. I am entirely 
satisfied that Warburgs were aware of this and that this was why they 
were on their list of recommendations to Sir Hugh Fraser. Warburgs 
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thinking can be seen in a record made by Mr Orr of an initial approach 
to Mr Sharp on the 1st July 1980: 



"Sharp commented that he could well imagine that many of 
Lonrho' s ideas for the development of House of Fraser would be 
worth pursuing, and I agreed with him that it was important 
that the non-executive directors sought to represent the 
interests of all the shareholders rather than one particular 
faction on the board. In response to a question, I assured him 
that we certainly did not envisage that any non-executive 
director appointed at this stage would commit himself to 
opposing Lonrho irrespective of the subject being considered". 



(e)When Lonrho discovered in January 1981 that Sir Hugh Fraser had been 
gambling again, its deputy chairman, Sir George Bolton, called upon Lord 
Roll, chairman of Warburgs. He obtained the impression that Warburgs 
was in a position to, and would, arrange that the D H Evans resolution 
would be deferred, and possibly also the EGM arranged for the 20th 
January 

6. (B)67 The allegation is essentially Mr Rowland's: Sir George Bolton 
died in September 1982. Lord Roll has no recollection or* record of a 
call by him at that time. Mr Gilmour recalls his own visit to Lord 
Garmoyle (paragraph 5.212) The contemporary documen-fcs show that 
Warburgs considered whether or not the meeting could be postponed if 
this was desired, but that they received legal advice to the effect that 
this was not possible: (See also paragraph 5.214 ). 



used _ Ai - m to the D H Evans resolution through, Warburgs 
Sir Hugh be re placed as chairman and arranged a meeting of 
n^i_L cgrho directq re_^r_ thig purpos e . With Warburgs* encouragement and 

stage management. Professor Smith, thei r nominee, was appointed 
chairman 

6.(B)68 I have already given a detailed account of the events which 
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occurred between the time of Mr Braun's call on Mr Rowland on the 16th 
January 1981 and the board meeting on the 28th January at which 
Professor Smith was appointed chairman (paragraph 5,223 et seq). In so 
far as they bear on this allegation, the essential facts are as follows. 
When Lord Garmoyie had learned from Mr Gilmour that Sir Hugh was 
gambling again and had unpaid debts, he spoke to Sir Hugh. Sir Hugh 
confirmed that he had been gambling again and undertook to see whether 
there were any unpaid cheques outstanding. He subsequently assured Lord 
Garmoyie that there were no outstanding debts. When Lord Garmoyie 
reported this back to Mr Gilmour, the latter replied that he knew that 
they were not now outstanding; in fact they had been paid that morning. 
Sir Hugh confirmed this to Lord Garmoyie, 

6.(B)69 Lord Garmoyie also asked Mr Paterson to try to find out how 
Lonrho had discovered about Sir Hugh gambling again. Mr Paterson 
recalls contacting the Clermont Club and the Knightsbridge Sporting Club 
where a Mr Ringrose denied receiving any enquiries from Lonrho and, 
mistakenly as it happened, said that they would never have divulged such 
information anyway. According to Mr Richardson, Lord Garmoyie also 
spoke to him and gave him the bad news. The news was in their view bad 
because they had persuaded some of the institutions to support the 
company in part on the assurance that Sir Hugh was no longer gambling. 

6. (B)70 The letter dated the 19th January 1981 signed by Lord Duncan 
Sandys had been circulated to all directors. The evidence about their 
responses to the letter and to the news from Warburgs is not entirely 
clear. What is undisputed is that Sir Hugh assured them that there were 
no outstanding debts ; that he put his future in their hands - or at 
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least those of the three non-executive directors - and that he and Mr 
Paterson were asked for corroborative evidence; this last was reviewed 
after the board meeting following the extraordinary general meeting. 



6. (B)71 Also following the board meeting the non-Lonrho directors, 
including Sir Hugh, met with Lord Garmoyle at the latter's request. The 
discussion was recorded in a note by Mr Nicholls, a senior general 
manager at Warburgs who was also present. Lord Garmoyle said that 
recent events had placed a major question mark over the bank's ability 
to defend the company against a possible bid from Lonrho : 



"The Board should consider very carefully whether they felt it 
appropriate that SGW & Co and Cazenove should continue as their 
advisers. In response to a question from Brimacombe Garmoyle 
said that this was not a threat to resign but rather a view 
that certain courses of action that the Board might take might 
mean that the Board might feel it was not appropriate for us to 
continue as advisers. It was not a question of an initiative 
on this point from us, the onus lay on the Board .... if it 
would be helpful he and Scholey would be very happy to discuss 
the matter further with as many of the board as would like to 
attend 30 Gresham Street. Whatever happened, however, 
decisions had to be made soon" . 



The Warburg team then left the room. When they were asked back in Mr 
Sharp said that the directors present wished to accept the offer to 
discuss the matter further at Gresham Street, and Friday the 23rd 
January 1981 was fixed for this purpose. Sir Hugh by now was no longer 
present. According to the note he was informed immediately thereafter: 
he himself said that he had not been asked until invited by Mr Scholey 
on the evening of the 22nd January. Once again I will defer until later 
consideration of the question as to whether in making such a statement 
Warburgs were in effect putting a pistol to the board's head and whether 
this was a proper thing to do. 
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6«(B)72 recorded in his contemporaneous note of the subsequent 
meeting on the 23rd January, Lord Garmoyle at some point either just 
before oi just after the EGM privately gave Sir Hugh his own advice and 
opinion as to what would best be done by him in the interests of the 
company. The fact of this interview was not disclosed to the other 
directors until the 23rd January and they were never informed of its 
content. Then occurred the reconciliation at Troon, Mr Paterson's 
return to London in the Lonrho plane and the appearance of Sir Hugh as 
some of the directors were lunching at Barkers; these matters I have 
already described (paragraph 5.234 et seq). 

6.(B)73 The meeting later that afternoon, at Warburgs, was presided over 
by Professor Smith as deputy chairman; Mr Richardson was also in 
attendance. Lord Garmoyle 's contemporaneous note, which is confirmed by 
the oral evidence I received, shows that although there was a potential 
majority against Sir Hugh continuing as chairman, a number of directors, 
including Mr Willoughby, indicated they had not yet made up their minds. 
In answer to questions Mr Scholey said that Warburgs could not take a 
view on their own position until they had heard from Sir Hugh the 
reasons for his change of heart. It was left that they would make 
contact with Sir Hugh and report back through Professor Smith. 

6. (B)74 Mr Scholey, Mr Richardson and Lord Garmoyle met Sir Hugh the 
next afternoon at a hotel near Heathrow. The contemporary records show 
that Sir Hugh said that he had needed to talk to Mr Rowland; that it was 
necessary for the company that any enmity between himself and Mr Rowland 
should cease; that Mr Rowland had agreed to support him as chairman and 
chief executive, and to stop harassing the company, and that in future 
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disagreements would be sorted out in private; that Sir Hugh doubted 
whether "in view of Lonrho's dislike of Warburgs" (sic) they would wish 
to continue to act for the company: this would be for the board to 
decide and he himself would abstain from voting on the matter. He 
accepted that Warburgs had not called the meeting on Friday afternoon or 
called for his resignation. Warburgs subsequently gave an account of 
the meeting to Professor Smith. 

6.(B)75 Over the weekend Mr Willoughby and Mr Crossan telephoned all the 
other non-Lonrho directors in order to establish what they felt as to 
the chairmanship. At some point, when it had become clear that almost 
without exception the directors had lost confidence in Sir Hugh, 
Warburgs were asked, as neutral brokers and to save embarrassment, to 
sound out the directors individually for their views as to possible 
replacements ipom amongsu the board and to report back to Mr Humphries. 
There were four or five possible candidates on the board, but all save 
one declined to serve: the only man prepared to accept the post was 
Professor Smith. There was then a further meeting which almost all the 
directors attended at the Grosvenor House Hotel on the evening of the 
^6th January at which it was decided to put forward at the imminent 
board meeting a resolution that Professor Smith replace Sir Hugh as 
chairman. 

6.(B)76 I believe that this evidence makes clear what was Warburgs' role 
in xhe deposition of Sir Hugh. Apart from the question as to whether 
Warburgs, by threatening to resign, brought undue pressure on their 
clients, the only outstanding question in my mind was whether, when 
Professor Smith and Mr Sharp were put forward as directors in July 1980, 
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the bank already had in mind one or the other of them to replace Sir 
Hugh as chairman. When X asked him this, Mr Scholey said: 



H The company now has a strengthened board. After all, we 
talked with Humphries about the possibility of him becoming 
chairman. The company has a strengthened board. If Fraser's 
volatility becomes unacceptable there is somebody, with the 
appropriate responsibility and experience, who can take on the 
chairmanship. Q. A form of fail-safe situation? A. Well, 
yes. Probably a fail-safe with the expectation that it would 
be more rather than less likely...." 



Mr Humphries, when he gave evidence, confirmed this: he said that whilst 
there was some animosity right from the start between Sir Hugh and 
Professor Smith, there was in his opinion no real thought by anyone on 
the board, prior to the Troon meeting, that Sir Hugh would be unseated 
unless the gambling spectre proved to have a serious foundation, 
contrary to Sir Hugh's assurances. 



(g)In Autumn 1981 Warburgs was involved in a consortium to buy out 
Lonrho t s holding and thus to ensure their control over House of Fraser. 
Warburgs were also involved in Mr Richardson's proposal to Mr Rowland in 
May 1982 

6. (B)77 I have already dealt with the matter of the Rowland/Richardson 
meeting on the 17th May 1982 (see paragraph 5.6 ) I am satisfied that 
there is no question of Warburgs being involved in that matter. On the 
other hand, the bank was involved in the consortium whose bid offer was 
put by Mr Richardson. (see paras 6(B) 42 and 6(B) 79). 

6.(B)78 I propose now to discuss whether, attempts were made by Warburgs 
or Cazenoves, to increase the holdings of House of Fraser shares in 
hands "friendly" to the board. The following account relates mainly to 
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matters which came to my attention as a result of reading the documents 
which I seized from Warburgs. I first describe the facts, then the 
evidence given by Warburgs and Cazenoves , and lastly give my own 
assessment and conclusions . 

Project 

6.(B)79 In May 1981, in the context of the Monopolies Commission’s 
consideration of Lonrho's takeover bid, Lord Garmoyle suggested bidding 
Lonrho for its holding; this idea was subsequently codenamed ’’Project”. 
Kleinworts, Rothschilds and the National Coal Board Pension Fund were 
enlisted as co-sponsors and underwriters and Mr Richardson, as the most 
suitable intermediary, agreed to approach Mr Rowland. He telephoned and 
spoke to Lord Duncan Sandys, but received a negative response after the 
latter had, as he said, passed on the offer to Mr Rowland, who was 
abroad at the time . 

War Chest 

6 . ( B ) SO In August 1981 Lord Garmoyle suggested, at a meeting with 
Cazenoves, that institutions should be encouraged to build a core 
holding in House of Fraser and perhaps be asked if they would be 
prepared to commit funds to a "war chest” if necessary. The note of the 

meeting made by Mr Costa, a Warburgs senior manager, quotes him as 
saying at the time: 

' The motivation would be not to stop Lonrho from making a bid 
but only to ensure that any bid were made at a reasonable level 
and that Lonrho should not take control of the company by 
surprise” . 

6.(B)81 Cazenoves agreed to pursue the idea. It was also agreed that 
they would attempt to increase the number of long-term shareholders. I 
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received evidence from a number of such long-term shareholders. A 
number of witnesses told me that in mid-1981 Cazenoves were encouraging 
institutions to buy shares on the basis that they were cheap and a good 
buy. This was how Eagle Star came to be approached (see p ar agraph 6(C)19 
below) . 1 should add that I have also received evidence that at a later 

stage they were dissuading potential purchasers by saying the shares 
were dear. Cazenoves pointed out to me in both connections that their 
reputation as brokers would be lost were they to give as their advice 
anything other than their genuine professional opinion at the relevant 
time. There is obvious sense in this. 

An Institutional Buy-out 

6.(33)82 In October and November 1981 Warburgs were considering various 
schemes whereby, in effect, the retailing and property activities of the 
company would be split, with an outsider coming in to take over the 
retailing side; an alternative considered was for a group of the largest 
property-owning institutions to carry out the same exercise but 
utilising the existing management of the House of Fraser enterprise. 

This plan was still alive in December 1981 when Lord Garmoyle was also 
considering a revival of a war chest, in which a number of institutions 
(WIM, NCB Fund, Legal & General, Rothschilds, plus possibly Kleinworts' 
and the Prudential) might be persuaded to buy shares against either a 
favourable or an unfavourable outcome to the MMC enquiry. 

Approaches to Sir Hugh Fraser 

6.(B)83 In March 1982 there were press reports that the Fraser Trusts 
might be planning to sell their holding. I describe below, under the 
heading of M & G, one consequential approach to Sir Hugh Fraser which, I 
am satisfied, was not connected in any way the board or its agents 
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The evidence about other approaches is not entirely clear . The facts 
appear to be as follows: 

6 . ( B ) 84 According to a contemporaneous note over his signature, Lord 
Garmoyle telephoned Mr Mayhew on the 26th February 1982 to suggest that 
Cazenoves should do all in its power to see that the Fraser shares did 
not fall as a block into hands '‘likely to favour the Lonrho camp" . Mr 
Mayhew rang Sir Hugh, who suggested that he should ring him back in a 
week's time. Mr Mayhew did not in the event do so because he heard in 
the meantime from another party that, if anyone got the business, it 
would be Grieveson Grant & Co., who were already in touch with Sir Hugh. 

6.(B)85 Sir Nicholas Redmayne, a partner in Grieveson Grant and a former 
colleague of Sir Hugh's on the SUITS board, told me that he approached 
Sir Hugh and bid for the Trusts' holding at something like 20p above the 
market price. The approach was made on behalf of Mr John Ritblat, who 
had seen the press reports and expressed an interest in the shares to 
another partner, Dr Bernard Donoghue, who was then a consultant with the 
firm. Mr Ritblat is chairman and managing director of British Land pic, 
and a senior partner in Conrad Ritblat & Co, one of House of Fraser’s 
property advisers. Because of 'Chinese Walls' within Grievesons , Sir 
Nicholas was not told and did not know whom was the potential buyer. 
Sir Hugh told Sir Nicholas that he would think about the proposition, 
but a week or ten days later informed him that he was not interested in 
sexling. Sir Nicholas recalls Sir Hugh saying that he did not want to 
sell the shares to someone whom he thought would vote them against 

Lonrho. This casts a revealing light upon Sir Hugh's attitude by this 
time. 
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6.(B)86 A note by Lord Garmoyle records that: 



"Mayhew telephoned me this morning (1st March) to say that 
Grieveson Grant appeared to have been given this business by 
Fraser and have approached various potential buyers, including 
Ritblat who, with the agreement of the House of Fraser board, 
is prepared to act as a buyer against an understanding that 
Cazenoves would on-place the holding immediately thereafter". 

Mr Mayhew in his evidence to me said that had he received the order he 
would have placed the shares with institutions, subject first to 
satisfying firm orders in the market in accordance with Stock Exchange 
rules. The placees would have been, if possible, past supporters of the 
board but there would have been no question of him asking them for any 
commitments as to future voting or indeed anything else. Mr Mayhew said 
that he told the board that he was having discussions about the holding. 
Professor Smith confirmed that Mr Mayhew had informed him of the 
discussions and the role of Mr Ritblat; the idea, he said, had certainly 
not originated with him. 

6. (B)87 Sir Hugh recalled Mr Mayhew's telephone call. He also mentioned 
in evidence contacts from Mr David Walton of Sterling Henry and Capels & 
Co. but curiously he did not mention Grieveson Grant's approach through 
Sir Nicholas. On the other hand Lady Fraser of Allander remembered the 
Grievesons ' approach having been discussed by the Fraser trustees. 

Orchestration of Purchases 

6. (B)88 I have already mentioned the effort made to increase in mid-1981 
the number of long-term holders. In October 1982 Warburgs attended a 
meeting with some directors of House of Fraser, and representatives of 
Maclay, Murray & Spens, the firm's Glasgow solicitors, Linklaters & 
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Paines, its London solicitors, and Cazenoves, to consider the drafting 
of circulars for the forthcoming EGM in November . There was some 
discussion as to whether, as had been suggested by some institutions, 
House of Fraser should propose the expulsion of the Lonrho directors. 
The contemporaneous note made by Mr Carr of Warburgs, reports that Mr 
Mayhew : 

"although reluctant to give a definitive answer thought that it 
was two to one against such a resolution being successful. He 
did not think that institutions would be prepared to buy shares 
to achieve this object, although they might well be prepared to 
buy shares to prevent control being wrested from the present 
management" . 

6.(B)89 In May 1983 another meeting was held at the Grosvenor House 
Hotel. The 6th May EGM requisitioned by the board had just been held 
and its joint resolution of confidence and against demerger narrowly 
carried. The purpose of this meeting was to prepare for the June EGM 
requisitioned by Lonrho. It was on this occasion decided that a bid 
should be made for the Daus shares through Grieveson Grant. Mr Lawrie's 
contemporaneous note, which I discovered on Warburgs files, also 
contains the following entry: 

" 2) Purchase of additional shares by the supporters 
DM supported by SG expressed the view that more shares can and 
should be bought before the 30 th June by the existing and 
potentially new supporters. They are to orchestrate". 

The Bid for the Daus Shares 

6. (B)90 I have already described, at length, the discussions in 1983 
about the sale of the Daus shares (paragraph 5.307 ). For present 

purposes it may be enough to recall that on the 11th March 1983 Lord 
Garmoyle was recorded as thinking that they should try to get the shares 
registered in safe hands before the forthcoming EGM; this might be done 
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through Mr Richardson. At the "campaign" meeting held at Grosvenor 
House on the 9th May Lord Garmoyle proposed that a bid should be made 
through Grieveson Grant. Subsequently, as Mr Legge-Bourke of Grieveson 
Grant told me, Lord Garmoyle told him that they would have Warburgs' 
blessing if the shares were placed with anyone other than Sir Hugh 
Fraser or the Merchant Navy. 

The Placing of the Kuwait Investment Office Holding 

6.(B)91 Later in May the Kuwait Investment Office decided to dispose of 
1.18 million shares through Cazenoves. The shares, with the exception 
of 130,000 which were taken on to his books by the jobber, were placed 
as follows: 

Mercantile and General Reinsurance Co. 300,000 



Legal & General Assurance 200,000 
Eagle Star Ins. Co. 150,000 
Unilever Superannuation Fund 100,000 
M & G Investment Management 50,000 
Airways Pension Fund 50,000 
Municipal Mutual Insurance 45,000 
Henderson Administration 35,000 
Whitbread Pension Trust 25,000 
All Souls College, Oxford 25,000 
Updown Investment Co. 20,000 



The Approach to the Merchant Navy Officers Pension Fund 

6 . (B)92 In May 1983 Mr Musson received an enquiry from a stockbroker, Mr 
Lucas of James Capel & Co., asking whether he would interested in 
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selling all or part of the Merchant Navy Pension Fund's holding. Mr 
Musson described the approach to me as "half-hearted". The stockbroker 
indicated to him that he was acting for someone close to the House of 
Fraser board. I asked Mr Lucas for whom he was acting, and he informed 
me that he was acting on behalf of Mr D C Mair, a main board director of 
House of Fraser. Mr Mair, when I questioned him about the affair, said 
that he had heard from an acquaintance at Capels that the Merchant Navy 
shares might be for sale. 



Q. "What was the objective? —A. The objective was that 
Musson 's shares were, as far as I was concerned, in unfriendly 
hands and if we could get them out of that, then so be it. Q. 
Get them out, do you mean buy them? -A. Not me personally buy 
them, but to put it to other people that the shares were 
available, and let us do something together. Q. What other 
people?. -A. I would not know. I had not that in my mind, at 
that moment in time. Q, Was this a one-off approach?.— A. 
Yes. Q. Have you made similar approaches to others?. -A. I 
have not made approaches to anybody else at all. Q. Was this 
oif your own bat? -A. Yes. Q. Or in discussions with other 
members of the House of Fraser?. —A. No, off my own, but if it 
had been a positive answer that I had, then I would have gone 
to my colleagues on the board and said "Musson wants to divest 

himself of the shares. Can somebody more skilled than me do 
something about it?." 



Evidence by Warburgs and Cazenoves 

6. (B)93 Although the circumstances and the personnel differed, these 
episodes have the common feature that they were attempts, by members of 
the board or their professional advisers, to increase holdings in hands 
which, they had some reason to suppose, were or would be "friendly" to 

the board; in some cases there would be a double gain since the shares 
would come from unfriendly hands. 



6 . ( B ) 94 It is necessary to distinguish the efforts which were made at 
the time of the consideration by the Monopolies Commission of the Lonrho 
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takeover bid from the rest. The principal example is War Chest. In 
Lord Garmoyle’s words: 

"The concept of the war chest was merely that a bidder, which 
happened in this case to be Lonrho, would in theory have picked 
up 10% of the market very quickly, at which stage the 
bargaining power as to attracting the premium that is normally 
paid in respect of control of a company's changing hands would 
not have been exacted on behalf of the shareholders. The only 
way we could see of getting around that ... at that stage would 
have been by ... having some sort of counter-buying which did 
not allow that to happen. . .The discussions we had with half a 
dozen of the major shareholders were in respect of their own 
economic interests, which was to buy and, paradoxically, the 
more shares they had at the moment, the more it was in their 
interests to buy further shares under those circumstances 
because they had more to lose because of their larger holdings, 
which is why essentially we went to the larger shareholders. 
But there was no case, nor would we have stood any chance of 
getting the support of those shareholders , if they had not 
perceived it to have been in their economic interests to do 
what we were suggesting they should do. Again, it was an 
unusual thing. I doubt if anyone else has really tried 
something on this scale before or since, but again this was a 
unique occasion. We, in the interests of the shareholders, 
reckoned this was the right thing for the company's advisers to 
do at that time”. 



He went on to point out that in general it is the small individual 
shareholder who, in the very nature of things, cannot have his ear close 
to the Stock Exchange ground, who is disadvantaged when, by dawn raids 
or in other ways, a company is taken over quickly, and at below its true 
value. It is the duty of the corporate finance advisers to a company to 
prevent this happening, so as to ensure all shareholders obtain the best 
value for their holdings. Finally Lord Garmoyle made the general point 
that usually it is only in situations like takeover bids, or dawn raids, 
that a merchant bank is involved in attaching values to shares, and then 
only for short-term, dealing purposes. It is the job of the stockbroker 
to "sell" shares, that is to attribute a long-term value to them to 
potential investors. 
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6.(B)95 Warburgs evidence to me, and an opinion provided to me by them 
from Mr Leonard Hoffman QC, was to the effect that these activities in 
no way amounted to a concert party in either Takeover Code or Companies 
Act terms . There was no intention of trying to gain influence or 
control, I noted that though Warburgs were careful to keep the total 
percentage of votes involved below 30%, there was no express or implied 
agreement as to voting, or any other similar matter. The parties 
concerned were not aware of the extent to which there were other 
parties, who the other parties were, or what were the levels at which 
they were prepared to buy. WIM was in exactly the same position as any 
other institution: as a very large holder it had a very large interest 
to protect. Lord Garmoyle added that the attempt in mid-1981 to build 
up respectable long-term holders, such as Eagle Star, was intended to 
have the same objective of building up support for the company and 
raising the share price. In Mr Mayhew's words "this is very different 
from a buying and voting concert party" . 

6. iB)96 I confess that it appears to me that there is a distinction 
between an exercise to protect the value of existing holders' shares in 
whe face of an extant bid, and simply inviting or encouraging 
respectable institutions to buy shares with the objective, inter alia, 
of lifting the price. There is also a difference, it seems to me, 
between building up those holdings from shares available in the market 
and doing so from holdings which are known to be on the other side. 

6 . ( B ) 9 7 Mr Mayhew made the general point that although Cazenoves acted 
as the House of Fraser's brokers, they would not automatically recommend 
institutions to buy the shares. This was a point which they had often 
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made to the board. When the firm considered that the shares represented 
good value for money they were prepared to recommend them; equally they 
were prepared to discourage potential buyers if they thought the shares 
overvalued. I have received evidence from various institutions which 
bears out that this is exactly what they did. Mr Mayhew went on to say 
that it would be futile, even if it were attempted, to persuade 
institutions to buy or sell shares when it was not in their economic 
interests to do so. Nor, even when a transaction was entered into, was 
there was never any question of an agreement, explicit or implicit, as 
to how the shares would be voted. There could also be occasions when 
the firm would decline to act for a potential buyer or seller. Mr 
Mayhew recalled such a case where a Swiss bank asked Cazenoves to buy a 
million shares. The firm took the decision because the bank was a 
relative stranger: they would be unlikely to take the same course where 
the client was the investment manager of an institution with whom they 
were familiar because there was less risk of difficulties arising. 

6. (B)98 I will return to this evidence shortly. For the moment I 
propose to look more closely at the justifications advanced by Warburgs 
and Cazenoves in the four cases which stand out: the Fraser trusts, 

Daus, "orchestration''’ and Kuwait Investment Office. 

The Fraser Trusts 

6.(B)99 Mr Mayhew said that: 

"In practice, clearly, our conversations over a period of time 
will have been, essentially, with those people whose view of 
the company 1 s prospects and future and policy would be 
similar, but they would have no obligation on any single issue 
to support the board at all, and no commitment . 

He went on to say that Cazenoves would approach the Merchant Navy to 
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sell to them, unless the latter had an offer in the market, when they 
would have to do so. But a broker has to choose whom to approach 

whenever he has a selling order. He would never talk about voting. And 
even if he knew how the institution had voted in the past, he would not 
know for sure how they would vote in the future. In the absence of any 
agreement as to how to vote the shares, the institution was free to take 
any line it liked: "they are their own masters". 

The Bid for the Daus Shares 

6. (B)100 I asked Lord Garmoyle what he meant in his note by "safe 
hands". He replied by explaining that it was better to have the shares 
unfrozen, rather than frozen, provided they were in friendly hands, 
because otherwise Lonrho's 29.9% became proportionately larger. There 
was an economic case for having the shares in the hands of people who 
could receive the dividends. "Safe" did not automatically mean 
"pro-board", just not "pro-Lonrho" : it was shorthand for excluding a 

particular small class of investor. In relation to Mr Legge-Bourke 1 s 
statement. Lord Garmoyle said that he might have pointed out that Hugh 
Fraser or Merchant Navy would vote against the board. But it was up to 
the broker to do his duty. If he could at the same time have respected 
Warburg s wishes, so much the better, but his primary duty was to the 
person giving him his selling instructions. There was no agreement that 
Gnevesons should not place them with Merchant Navy: indeed he had made 

i ~ C ^ ear to Le gg e ~Bourke that it was not up to House of Fraser, or 
Warburgs , who should be the placees. 

Orchestration of Purchases 

6.<B)101 Lord Garmoyle 1 s evidence was said that this reference arose in 

- 328 - 

Printed image digitised by the University of Southampton Library Digitisation Unit 



the context of the Daus discussion. The company was very insistent that 
its agents should try to find new long-term supporters. Warburgs' usual 
response was to say that they would do their best. They were not in the 
business of buying and selling shares or of approaching buyers or 
sellers. They certainly had no discussions with anyone arising out of 
the meeting. 

6.(B)102 Mr Mayhew told me that House of Fraser's concern was that 
Cazenoves were not buying for clients because the price had gone above 
its buying level. House of Fraser were always keen for him to find new 
buyers. He said that it could be difficult but he might be able to find 
some because of the improvement in trading. He went on: 

"Well orchestrate is not a word I would have used, but 
certainly we will be expected, and probably did, to buy, or 
rather solicit new interests, in the shares where we could". 

But he explained that they would only encourage purchases when they 
thought in view of the current price that it was a good idea. For some 
time prior to May 1983 he had been of the opinion that the share was 
overvalued on trading grounds , and consequently there was nothing he 
could do to attract new buyers. 

6. (B)103 The record of Cazenoves' transactions following the meeting 
bears out this evidence. Between the 10th May and the 30th June 1983 
Cazenoves acted as broker in the purchase of 1*2 million shares, and 
similarly in the sale of 2.15 million shares. They were net sellers at 
the very time when the main board of the company was under maximum 
pressure from Lonrho. I find this as surprising and, if the Lonrho 
allegations were justified, difficult to account for as the 
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contemporaneous selling decisions by WIM. It seems to me to be a clear 
pointer towards the truth. 



The Kuwait Investment Office Placing 

6.(B)104 Mr Mayhew said that the Kuwait Investment Office had indicated 
that they might be interested in selling shares when he and Mr 

Kemp-Welch called on them on the 31st May 1983 as part of the lobbying 

process. The shares were placed "with a number of responsible buyers, 
or people who were supporters of the company and new investors". He was 
not going to place them with opponents because, in any case, "they would 
not be talking to Cazenoves". The shares were placed in existing homes 
which he knew to be supportive of the board. No special steps were 

taken to get the shares registered in time for the EGM. He would 

probably have said: 

"When it comes to the picking up of the proxies, I shall expect 

and hope that these shares will vote as before". 

But he was firmly of the view that in no case was there a condition of 
the transaction to that effect, and never would have been. He doubted if 
in fact he made a point of talking to the institutions about voting 
because their attitude was already known, and was one of support. The 
evidence I was given by representatives of Mercantile & General, Legal & 
General, Eagle Star, M & G, Airways Pension Fund and Henderson 
Administration, who were the placees of the shares (paragraph 6.(B)91), 
bears this out. It is true that the great majority of the purchasers of 
these particular shares voted with the board on the 30th June. But I 
was interested to see that not all did so: in particular the Unilever 
Superannuation Fund voted with Lonrho. 

- 330 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



My Conclusions 

6.(B)105 I must now finally to return to the question of whether or not 
Warburgs' and Cazenoves' activities in cases such as these amounted to 
concert party activity in any sense. The question is not clear-cut. It 
is plain to me that what can be said with some certainty is that 
Warburgs and Cazenoves approached parties or agents whom they thought 
would be likely to support the main board: Mr Mayhew doubted if he made 
a point of talking to the Kuwait placees because their attitude was 
already one of support. But a concert party needs reciprocity. Even if 
there was the expectation on the part of Warburgs or Cazenoves that the 
institution would vote the shares with the main board, an expectation 
which in fact proved to be incorrect at least in the case of one major 
placee , and even if there had been an expectation on the part of the 
institution — which there may have been — it seems to me that to fall 
within the concert party provisions of the Companies Act 1981 there 
needs also to have been an intention on the part of the purchasers to 
vote their shares with the board. I am satisfied from the interviews I 
have conducted that this was not the case in any instance. 

(h) SGW persistently refused to allow any sort of rec onciliation 

between the board of House of Fraser and Lonrho. As merchant ba nkers to 
House of Fraser they have never made any approach to Lo nrho to achieve a 

reconciliation 

6. (B)106 I have found no evidence to support this allegation and a good 
deal against it. For example, on the 24th August 1982 Mr M H Fisher, a 
director of Warburgs agreed to Mr Mayhew* s suggestion that as the 
Merchant Navy's holding had reached 2 million it might be appropriate 
for Cazenoves and House of Fraser to meet the Fund. Lord Garmoyle put 
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this to Professor Smith on the 23rd September, who agreed to write to Mr 
Muss on . 

6.(B)107 Again, according to a note of the 10th May 1983, Warburgs 
agreed to Professor Smith offering to meet Mr Rowland, accompanied. 
After the first such meeting they considered a package under which Mr 
Rowland would become deputy chairman, though without the power to chair 
meetings in Professor Smith's absence, with Mr du Cann and Mr Robinson 
as full non-executive directors without alternates ; two further 
non-executive directors would also be appointed; Mr Rowland would be 
asked for a public indication of support for the board which would in 
turn make clear its hope that Lonrho would dispose of its holding as 
soon as possible, unless and until Lonrho' s actions were helpful to the 
company. 



6.(B)108 However, whilst some members of the board regarded it as 
inevitable that concessions should be made, others did not think that 
the clock could be put back: they therefore ultimately agreed that the 
most which could be offered was for Mr Robinson to be added to the board 
with the presumption that if and when Mr du Cann succeeded Lord Duncan 
Sandys as chairman of Lonrho he would be a natural candidate also to 
succeed him as a House of Fraser director. 

6.(B)109 Finally, I noted that on the 27th May 1983 Warburgs persuaded 
Professor t?mith to meet Mr Rowland again in spite of a Lonrho circular 
the day before which in his view made it clear that Lonrho could not be 
trusted. 
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Warburgs 11 Relationship with House of Fraser 



6 . ( B) 110 I began my enquiries without special knowledge or 
preconceptions about, inter alia, the proper role of a company's 
advisers. I have indicated the difficulties of finding a clear path on 
the question of the steering of shares into "friendly” hands. I confess 
to facing similar difficulties over the critical part which Warburgs 
played in House of Fraser's affairs over the relevant period, and in 
particular the view they expressed from time to time that if certain 
courses of action were adopted or not adopted, they would have to review 
their position, namely resign as the company's merchant bankers and 
principal financial advisers. 

6.(B)111 I have already mentioned Mr Scholey's meeting with Sir Hugh 
Fraser in April 1980 (paragraph 6.(B)77 above) and Lord Garmoyle's 
meeting with the non-Lonrho directors on the 20th January 1981 
(paragraph 6.(B)71 above). In addition, in May 1979, Lord Garmoyle told 
Mr Humphries that if Sir Hugh were to accept the chairmanship of Lonrho, 
as Mr Humphries felt might happen, SGW & Co. "would have to consider its 
position very carefully". 

6 . (B) 112 I asked Mr Scholey and Lord Garmoyle whether, in view of the 
consequences to the company if Warburgs and Cazenoves, who were 
associated with their advice, were to resign they were not in fact 
usurping their role as advisers and becoming, in effect, controllers. 
How, I asked, did they deal with the potential conflict between their 
duty not to leave their clients in the lurch, and their duty to their 
own shareholders to preserve the bank's reputation? Mr Scholey said: 
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"....in the specific case that you were saying, with "the gun 
that we pointed at Sir Hugh Fraser's head", I do not think, 
with the greatest respect, that is the correct 
interpretation. .. .No, it was not even a gun. It was a 
statement of view that it was only on that basis that we felt 
our advisory relationship should continue. ... (Lord Garmoyle) : I 
do not see it as being as strong a point as you do.... In 
formulating our advice at that discussion with Hugh Fraser, we 
clearly had to take account of the Cazenoves perception of how 
the range of shareholders would react.... and therefore they 
(Cazenoves) were relatively closely identified with the advice 
we gave Sir Hugh, which I imagine is why they felt they would 
not be able to continue in the event that Sir Hugh chose not to 

accept that advice .Q. Assume, contrary to your view, a 

situation that could be damaging (to the company) for a bank to 
depart from. In what circumstances would you be entitled ... .to 
damage your client in that way? Is it only over the very 
gravest things or is it any time they do not take your 
advice. .. .Where is the line at which you feel it would be right 
to change? -A: (Mr Scholey) Well, I hope it goes without 
saying that it is not a trivial line; it is a very important 
decision. There are very few occasions, very few indeed, that 
we have felt that what the client wanted to do would be so 
inconsistent with our advice that it would make sense to 
discontinue the relationship. .. .it ... .might be described as 
being on a course of action which we feel is going to be to the 
detriment of the company so much that we feel that if we were 
to be associated with it, it would be sufficiently significant 
for us publicly to voice our appropriate advice ... .because the 
company was doing something that we would regard, or could well 
be regarded by its shareholders, as irresponsible ... .Q . If I 
understand you right your difficulty ... .would be that you 
would. . . .have to go around the institutions and put your name 
to documents .... in circumstances where it might be asked of 
you. "....Do you agree this is not being performed properly?" 
-A. (Mr Scholey) : You cannot dodge the question 
because. .. .anything less than a straight answer would have been 
another answer. (Lord Garmoyle): I entirely agree with 
that. . . .these questions get most clearly defined and brought 
into focus at the time when potentially there is a meeting of 
shareholders to be canvassed...." 



6.(B)113 I also asked Mr Richardson, who at the time was the partner at 
Cazenoves involved with House of Fraser, for his explanation: 



" ....Q. It seems to me a very narrow line between giving advice 
and actually running the show? -A. Yes, it is....Q. But in a 
sense, bearing in mind the standing of Warburgs and yourself, 
whether you call it blackmail or putting a gun to Sir Hugh's 
head, it is basically that is it not? -A. No, I do not think 
it was. Q. Because he could not survive your resignations. Is 
that not. .. .stepping over the line between giving advice and 
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running the show? -A.... No Sir. That is never the position. 
No merchant bank or stockbroker ever wants to run a company. 
But when it comes down to the reliability of the person who is 
running the company being brought into question, I think it is 
then the merchant bankers and/or very little of the broker, who 
will have to say to the chairman and to the board: "we do not 
believe your position. .. .is tenable unless there is a change". 
That is a totally different thing from saying you run the 
company .... to tell Sir Hugh that his position as chairman and 
chief executive was untenable, and to tell the board this 
position. .. .that is a very different matter from trying to run 
the company in any way or even laying down the strategy of the 
company. I am convinced that Warburgs were right at that stage 
(to say) that if they wished to resist a bid from Tiny Rowland 
they had to change the chief executive. Q. Do you know when 
Lord Garmoyle saw Sir Hugh and told him this? -A. It was 
either the night before that EGM or immediately following it. 

I think it was immediately following it. but it took place 
when we were in Glasgow at that time." 



6.(B)114 Warburgs, I am sure, did not lightly consider giving such 
advice, for apart from anything else, it was not in the bank's own 
commercial interests for it to lose a big and important client. Indeed 
it was possibly an altruistic step since the longer term problems which 
they could perceive might not in the event have materialised. Mr 
Scholey said to me that Warburgs took very much into account the 
possible effect of their withdrawal upon their client. Although they 
had advised House of Fraser for some time, it was only with Lonrho's bid 
for SUITS that the relationship had become a close one. They did not 
feel that their resignation would necessarily have been damaging to the 
company at that time even if it was accompanied by the resignation of 
Cazenoves, who had only been brokers to the company since November 1979. 

But Lord Garmoyle accepted that: 



"that was probably about the last moment that one could give 
the board that option without there being any adverse 
implications to the board. Once we had gone into the major 
debate, the AGMs and the EGMs that followed, there was an 
identification between Warburgs and the board, and there was an 
identification between Warburgs, Warburgs' reputation, and the 
shareholders" . 
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6. CB) 115 As regards the April ’‘ultimatum”, Sir Hugh Fraser gave evidence 
that the company had little choice but to accept the advice that further 
outside directors were needed: 



"Otherwise we would have parted company with Warburgs. 
Humphries said: "If we do not take on Professor Smith in my 

opinion Warburgs will walk away" . . . Humphries reckoned it 
could be very detrimental to the company if Warburgs were seen 
to leave the House of Fraser at that point". 



Mr Humphries confirmed to me that Warburgs in effect gave the company 
the choice of accepting their advice about appointing new directors, or 
of finding other advisers, though they did not lay down who the new 
directors should be. Warburgs had taken a greater part than one would 
normally expect a merchant bank to take in the affairs of a company; but 
House of Fraser’s circumstances had been unusual and the company had 
asked them for help and advice. Mr Humphries, who struck me as a wise 
man, said: 

"I for one valued that advice, but I do not think I would ever 
accept the suggestion that they ran it, and we were all puppets 
dancing to their tune". 



6.(B)116 What view did the new directors take? An internal note made by 
Mr Nicholls records Mr Sharp, in November 1982, saying that he was 
beginning to receive the impression that the bank was indicating in some 
areas that House of Fraser should do what they were told: if this was 
the case, he told Warburgs, he would rather go down fighting without 
them if necessary. He was reassured by Lord Garmoyle that this was not 
so. On the other hand, there is correspondence on Warburgs’ files in 
which Professor Smith is recorded as complaining that the bank seemed to 
lack confidence in the company, and asking for a fuller commitment from 
Warburgs. Whatever may be the truth on the former point and whatever 
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else may be said about Warburgs, I do not think they can ever be 
criticised for lack of commitment. 

6.(B)117 Once again, I have found it difficult on this issue to reach a 
clear-cut conclusion. Even allowing for the exceptional circumstances 
in which the company found itself, and the resultant strains upon all 
concerned, and even accepting that the bank worked hard to strengthen 
the board with non-executive directors of high calibre, I consider that 
at least in January 1981, if not in April 1980, the bank went to the 
very limit of its role as adviser to the company. But even then, I am 
quite certain, and this brings me back to the general allegation with 
which I started, Warburgs in my opinion were not motivated by any 
feelings of rancour towards Lonrho. On the contrary, in all that they 
have done, it seems to me, Warburgs have shown professionalism of a very 
high order. 
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(C) THE CAZENOVE LINK 



Introduction 

6.(C)1 The total shareholdings attributed to the "Cazenove Link" by 
Lonrho and listed in paragraph 6.(A)2(b) above increased almost three 
fold from 0.36 million in March 1980 to 0.995 million in October 1983. 
There were particularly sharp increases between March 1980 and April 
1982 (0.36m to 0.795 million) and between April and July 1983 (0.82 to 
0.995 million), the latter period, broadly speaking, covering the two 
EGMs. Lonrho' s allegation was that Cazenoves used its links with Sun 
Alliance and Henderson Administration, which manages the Witan 
Investment and National Bus Company Pension Fund portfolios, to bolster 
support for the main board. Lonrho also suspected and suggested that 
Cazenoves brought undue pressure to bear on the investment or voting 
decisions made by Eagle Star Insurance Co, Barclays Unicorn Unit Trust 
and Alder Investment Management, which manages the Vestey Group funds, 
the last two through the common directorship of Mr J R Henderson, a 
former senior partner of Cazenoves; Mr Henderson is also a director of 
Henderson Administration and Witan Investment. 

6 . ( C ) 2 Cazenoves was also alleged to have stuffed the portfolios of its 
discretionary clients with House of Fraser shares and also improperly to 
have used its "pre-eminent position in the placing market", as Lonrho 
described it, to reinforce its canvassing of shareholders in support of 
the position adopted by the main board on the demerger. The suggestion 
was that those who were not co-operative knew they would not be offered 
in future such advantages as the opportunity of receiving share 
p lacings, or the like. 
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The Actual Size of" Shareholdings 

6.{C)o Appendix 7 gives the actual and accurate details of the holdings 
Sun Alliance and Henderson Administration, together with those of Eagle 
btar Insurance, Barclays Unicorn and Alder Investment Management. The 
total for the first two shows an increase over the period between the 
1st January 1980 and the 4th October 1983 from 0.9 to 1.675 million, 
with particularly sharp increases between April and October 1981 (of 
0.375 million) and between April and July 1983 (of 0.275 million). The 
total owned by the latter three, by contrast, in fact fell over the 
period under review. 

The Evidence Received 

6. (C)4 I now deal with the allegations against Cazenoves. I address 
first the question of whether the shareholders with whom Cazenoves were 
alleged to be linked are in fact so connected; then I consider whether 
they have improperly influenced those with whom they have connections. 

Sun Alliance Insurance Company Limited 

6.(C)5 Lonrho alleged that Cazenoves are brokers to the Sun Alliance 
Insurance Company Ltd ("Sun Alliance'*)* Mr Trotter, their investment 
manager, Lonrho pointed out, was one of the two institutional managers 
who gave evidence adverse to Lonrho to the Monopolies Commission, the 
other being Mr Jenkins of the NCB Fund. 

6.(C) 6 There are in fact four funds connected with Sun Alliance which 
have held House of Fraser shares since the 1st January 1980: Sun 
Alliance and London Insurance Company Limited, London Assurance, SAL 
Pension Fund Limited and Sun Alliance Equity Trust, this last being a 
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unit trust. The total holding increased from 900,000 shares in January 
1980 to 950,000 shares at the 24th August 1983: there was a particularly 
sharp increase of 125,000 between April 1981 and April 1982 (see 
appendix 7). The three main holdings were all voted against demerger. 

6.(C)7 Mr Geoffrey Browne, the chief investment manager, and Mr Trotter, 
investment manager, informed me that Cazenoves had been joint brokers to 
the Sun Alliance since August 1982. Cazenoves had approached the 
company, in the person of Mr Browne, to give evidence to the Monopolies 
Commission as they were clearly aware that Sun Alliance was opposed to a 
Lonrho take-over of House of Fraser. Mr Browne and Mr Trotter told me 
this was so for the following three main reasons; the Sun Alliance 
preferred to invest in companies whose spheres of activity could be 
readily defined and assessed rather than conglomerates such as Lonrho; 
they were doubtful whether acquisitions outside a company's known field 
of activity made either the predator or the victim more efficient; they 
felt Lonrho was an unsuitable bidder for House of Fraser because it was 
substantially committed to what, geographically, were high-risk areas, 
its management was radically different from House of Fraser's, and the 
manner in which it had consistently attempted, in their opinion, to 
undermine House of Fraser for Lonrho ' s own commercial advantage was 
incompatible with what the Sun Alliance expected from the management of 
companies in which it wished to invest. 

6* ( C ) 8 Mr Browne said that when Sun Alliance bought the shares, 
Cazenoves had said that they regarded them as cheap, and felt that at 
the low price the shares should be bought. The Sun Alliance had agreed 
with this , and indeed had been prepared to buy more than they actually 
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did: the reason they did not was that the price had then moved up and 
away from their buying price. There had been no discussion, still less 
any agreement, as to how the shares should be voted. The sales they 
said were motivated by investment considerations. Their unit trust is a 
performance-related trading vehicle rather than one intended for 
long-term investment. As it grew, the House of Fraser holding became 
relatively small. The choice was to add to it or to sell and to take a 
profit: they chose to sell. The fact that at this time the main board 
of House of Fraser was considering the question of demerger was not a 
factor in their decision. Mr Browne added that the Sun Alliance's total 
House of Fraser holding at the 31st March 1984 was not even in its top 
100 holdings by size. The Sun Alliance held about the same proportion 
of the equity in well over 300 other companies. 

6.(0 9 Mr Trotter said that he had known Professor Smith for many years 
because he was a board member of an engineering company of which Sun 
Alliance owned 4.5%. Professor Smith had on two or three occasions, in 
the course of general conversation, asked him if they would consider 
adding to their holding. This he found not particularly surprising. It 
was quote "usual in his experience" for chairmen to say that their 
company's shares were cheap and in any case everyone knew of the House 
of Fraser/Lonrho disputes. Professor Smith, when 1 put this matter to 
him, agreed that he had so spoken, emphasising that his approach was 
made because in his opinion the shares were undervalued, and, like many 
other company chairmen, he hoped to see substantial long-term investors 
holding shares in his company. 
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6.(C)10 Mr Browne told me that the Sun Alliance voted in support of the 
main board on the question of demerger because splitting the business 
would cause inefficiencies, and because overheads and other costs would 
be proportionately raised. He believed that by improving its business 
and organisation thoroughly, rather than by demerger, there would 
eventually be substantially larger earnings and dividends for 
shareholders. Mr Trotter added that over the years there had been 
little or no growth in Lonrho's earnings per share, which reflected 
badly on its management. He thought that if Harrods were to be demerged 
House of Fraser would lose its market leadership in the department store 
sector: this in turn would mean loss of buying power, reduced margins 
and lower profits. So Sun Alliance cast its votes against Lonrho. 

6. (C)ll Mr Browne and Mr Trotter gave very cogent and reasoned evidence 
to explain what Sun Alliance did. I was impressed by what seemed to me 
to be their genuine convictions. I fully accept their reasons for the 
purchases and sales and the voting decisions of the Sun Alliance. I do 
not believe that they were manipulated by Cazenoves: they were their own 
men . 

Henderson Administration 

6. (012 Henderson Administration ("Hendersons") is a publicly owned 
investment management company which, amongst other things manages two 
portfolios, beneficially o'wned by Witan Investment pic ("Witan") and the 
National Bus Company Pension Fund ("National Bus"), both portfolios 
contain substantial holdings in House of Fraser (see appendix 7). 
Lonrho alleged that Henderson is associated with Cazenoves; in 
particular that Mr J R Henderson, now a director but formerly chairman, 
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is a former partner of Cazenoves. Mr Dunlop drew my attention to 
increases in the Witan holding which followed closely upon Professor 
Smith's appointment as a director, and similar accretions in the summer 
of 1983. He attributed both to Mr Henderson's influence. He also gave 
evidence that in a telephone conversation in June 1983 Mr Raymond 
Cazalet, managing director of Witan, had conceded to him that "Lonrho 
did not have a bad argument", but that, for other reasons entirely, the 
Witan shares would not be voted in favour of demerger. Mr Dunlop told 
me he assumed that this meant pressure had been exerted by Cazenoves. 

6. (C) 13 The following links exist between Cazenoves and Henderson: 
Henderson was started by two Cazenove partners in 1934; Mr Henderson is 
a former partner; another director, Lord Faringdon, is currently a 
Cazenoves partner: Cazenoves are the company's brokers; The largest 

shareholder in Hendersons, Witan Investment with 30%, has Lord Faringdon 
as its chairman and Mr Henderson as a director. 

6. (C) 14 Mr Christopher Clarke, investment director of Hendersons, who 
came to give evidence, informed me that both the stock selection and 
voting decisions were left to individual investment managers: there was 
no question of directors exerting any influence. In cases where fund 
managers with the same holdings were disposed to vote in opposite ways 
then a common policy had to be, and was, evolved afuex debate, 
learned that only two of the forty or so significant individually 
managed funds held House of Fraser shares, the biggest individual 
portfolio, Witan and the biggest pension fund, National Bus. House of 
Fraser was not a "core stock" in their portfolios. The Witan holding of 
House of Fraser in value is not even among the fifty largest in that 
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portfolio, and, trails after Harris Queensway and Marks & Spencer 
amongst stores shares held. 

6.(C)15 Mr Clarke personally managed the National Bus portfolio, which 
Hendersons took over in October 1980. He said that he made the 
purchases in the belief that the shares offered good long-term 
investment value, having for some time under-performed the market in 
general, and stores in particular. He had received no selling 
approaches from Cazenoves. The voting decisions had also been taken on 
investment grounds following discussions with other fund managers, the 
brokers representing each side and other brokers. 

6. (C)16 In 1983 the Witan portfolio was managed by Mr Hugh Priestley. 
The 1983 purchases he told me were to some extent speculative. House of 
Fraser was, in his view a recovery situation which Lonrho would ginger 
up. Mr Priestley could not recall which way he voted though . He 
thought demerger would be beneficial. He took the decision personally 
bu c after consultation with colleagues; he might have discussed the 
matter with Mr Cazalet. He too could not recall any specific selling 
approaches from Cazenoves. Surprisingly, in view of what he said to me, 
in fact he voted against demerger. 

6. (C)17 Mr Cazalet also gave evidence. He was Mr Priestley's 
predecessor managing the funds, but since becoming managing director has 
not been involved in day to day investment decisions. The 1981 

purchases, so far as he recollected, might have been prompted initially 
by Cazenoves but were made by him on the basis that the new team under 
Professor Smith was expected to improve the company's management 
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especially in view of Lonrho s critical and aggressive stance. He told 
me that neither Mr Henderson nor Lord F aringdon played any part in the 
voting decisions in 1983 though he himself did. He denied that any 
pressures had been brought to bear either by the main board or by 
Cazenoves, as was confirmed also by Mr Mayhew of Cazenoves. His own 
feeling was that Lonrho did have quite a persuasive argument on demerger 
in the short term ; in the longer term he was more doubtful because of 
his lack of trust of Lonrho. This was why, after discussions among the 
fund managers he decided to vote against demerger. He does not dispute 
the general account given to me by Mr Dunlop of their telephone 
conversation. 

6. ( C ) 18 I interviewed Mr Priestley in January 1984. I confess that I 
find it surprising that, even allowing for the fact that House of Fraser 
is not a major Witan investment, his memory was so poor. But Mr Clarke 
and Mr Cazalet seemed to me to be truthful and impressive witnesses. I 
have considered with care whether the decisions made by Mr Priestley, Mr 
Clarke and Mr Cazalet were influenced by the various associations with 
Cazenoves which I have mentioned, but have been convinced they were not. 
One factor supporting this conclusion is the comparative insignificance 
of the House of Fraser holdings managed by Hendersons, reinforced by 
that fact that one of their more speculative trusts purchased some 
80,000 shares at various dates in 1981 but sold them in March and 
September 1982. I am sure that had Hendersons been improperly 
influenced there was ample scope for, and there would have been far more 
involvement by them in House of Fraser. 
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Eagle Star Insurance 



6.(C)19 Lonrho alleged to me that Eagle Star voted its holding with the 
board because of its business relationship with House of Fraser. Mr 
Spicer said that he gained this impression from talking to one of the 
board, though he could not recall his name; he suggested that though 
they may also have had business from Lonrho, the business they wanted 
out of House of Fraser was "presumably" more lucrative. 

6 . ( C ) 20 Eagle Star's House of Fraser shares were in three holdings over 
the relevant period: Eagle Star Insurance Company, Eagle Star 

Investments and Eagle Pension Funds. Between January 1980 and August 
1983 there was an overall increase from 630,000 to 945,000 shares. But 
this masks a fall to 470,000 by April 1981, a rise to 795,000 by 
December 1982 and a drop to 695,000 by April 1983. The holdings were 
all voted against demerger. 

6. (0)21 Mr Colin Parker, their chief investment manager, said that there 
had never been any discussion with House of Fraser or Lonrho or their 
agents or intermediaries about purchases or sales of shares. The 
purchases had been made by the junior investment managers at the time as 
part of the investment department's normal activities, on the basis that 
the shares looked cheap: he himself was not consulted before the 
decision was taken. The purchases were of normal size for the company. 
The holding represented a tiny proportion of a portfolio currently worth 
some £3.5 billion, of which Stock Exchange investments represented 
approximately £3 billion. The decision to vote against demerger was 
also taken, he told me, on investment grounds. Although the judgement 
was essentially based upon opinion rather that fact, as the Eagle Star 
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were long-term investors, he favoured keeping House of Fraser together. 
They also viewed the issue in the context of what he regarded as 
continuing harassment of the board by Lonrho. He told me that it is the 
normal practice to support elected company boards unless there are clear 
reasons for not doing so. 

6.(C)22 Mr James Parker, assistant general manager on the insurance 
side, said that Eagle Star does material damage, consequential loss and 
marine insurance business for House of Fraser, though part is ceded back 
to a captive insurance company, The Stag Insurance Co. Ltd. Eagle Star 
also transacts business with Lonrho including providing a managed 
pension fund arrangement for a subsidiary: the total assets in this 

scheme are approximately £2.8 million. Although they obtain greater 
premium income from their House of Fraser business, they have just as 
much interest in protecting their position with Lonrho, because the 
pension business is more secure. But in any case such considerations, 
he said, had never influenced their investment decisions; nor, even if 
they wished, would it be practical for them to do so. 

6.(C)23 Each Mr Parker impressed me as a competent, responsible 
professional operator in his field. I accept entirely the reasons which 
Mr Colin Parker gave for the purchases, sales and voting. I also accept 
that the company's insurance business whether with House of Fraser or 
Lonrho, played no part in their decisions. I am certain that Lonrho* s 
suspicion was misconceived. 

Barclays Unicorn Trusts 

6 . ( C ) 24 Lonrho* s allegations concerned the way that the voting of the 
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Barclays Unicorn holding took place in June 1983. Proxies had been 
lodged in November 1982 in favour of investigating demerger, but against 
the dismissal of Professor Smith. Barclays Unicorn voted in May 1983 
against the main board's recommendation, namely in favour of demerger. 
Mr Spicer told me that when Lonrho canvassed Barclays Unicorn before the 
June EGM they got the impression that they had reversed their stance, 
and that the vote would now be cast in favour of the main board. They 
then discovered that a former Cazenove partner, Mr J R Henderson, was on 
Barclays Unicorn's board. When these matters were reported to Barclays 
Bank by Mr Rowland, Sir Timothy Sevan, the chairman of the bank, assured 
him that the bank would not get involved in controversy, but would 
abstain from voting. Lonrho from subsequent contacts with Barclays 
Unicorn gained the impression that the chairman's instructions had been 
disregarded, and that the proxy card voting against Lonrho had been sent 
off. Mr du Gann told me that Mr William Hilling who was in the process 
of retiring had certainly instructed that the shares should be voted 
with Lonrho. It later transpired, so Lonrho alleged, that Mr Henderson, 
chairman of Barclays Bank Trust Company, and also associated with 
Cazenoves and Witan, had asked Mr David Acland, non-executive chairman 
of Barclays Unicorn, to vote with House of Fraser. 

6. (C)25 I have to say that the evidence I received on this matter is 
confused, chiefly because Mr Acland had a very poor recollection of the 
events which had occurred. What appears in fact to have happened is 
this: Barclays Bank Trust Company Limited ("the Trust Company"), whose 

executive deputy chairman is Mr Robert Hoyer-Millar , Barclays Unicorn 
and Barclays Investment Management ("BIM"), of which Mr Hilling was at 
the time managing director , are all wholly— owned subsidiaries of 
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Barclays Bank. BIM also manages other funds: about £3-4 billion 
compared with £0.8 billion for Barclays Unicorn. The Trust Company is 
the parent company within this division of the bank. The shares are 
registered in the name of Royal Exchange Trustee Nominees Limited as 
Royal Exchange Assurance are the unit trust trustees. 

6.(C)26 Up to and including May 1983 the voting decisions were taken by 
Mr Hilling, though he kept his immediate superior Mr David Moss, 
executive director of the Trust Company, informed. Mr Moss said that he 
himself had not until the middle of 1983 considered the demerger 
situation. Mr Hilling told me that he voted with Lonrho on the first 
two occasions because he believed that the management of House of Fraser 
was poor; Lonrho had produced growth and income for Barclays Unicorn 
investors over the years; he felt that even though Mr Rowland was 
unlikely to be personally involved, he felt he would strengthen the 
board with people better able to manage the company than the existing 
management . 

6.(C)27 Early in June Mr Kemp-Welch, the senior partner of Cazenoves, 
contacted Barclays Unicorn, either Mr Acland or Mr Moss, asking if a 
team from House of Fraser could come to see them. They agreed. Mr 
Acland, Mr Moss and Mr Hilling attended the presentation. Previously Mr 
Acland had been told by Mr Hoyer-Millar that as a matter of principle 
voting decisions should be taken by the unit trust itself rather than by 
its investment managers. After discussion with his two colleagues, Mr 
Acland decided that they should vote in support of the main board. Mr 
Acland in evidence said that although there were arguments favouring 
each side, he was convinced by Professor Smith and his team that they 
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were trying to improve the company, that they needed time to do this, 
and that their case against demerger was reasonable. Mr Hilling 
protested to him that in fairness they should hear Lonrho before 
deciding, and Mr Acland agreed. The subsequent presentation failed to 
change his mind, a relevant consideration so far as Mr Acland was 
concerned being the hedging by the Lonrho team when asked if Lonrho 
intended to bid for the demerged Harrods. He therefore regarded the 
demerger proposal as a subterfuge or stalking horse. 

6 . ( C ) 28 When Lonrho discovered that they might be about to lose Barclays 
Unicorn* s support, Mr Rowland wrote to Sir Timothy Bevan. He pointed to 
the inconsistency of voting in favour of demerger at one meeting and 
against it at another and added: 

I believe it is fair to say that the various relationships 
which exist between your bank and ourselves both in the UK and 
in Africa have always proved satisfactory - certainly I would 
like to think this". 

The letter concluded that he would be particularly grateful for any 

help. Sir Timothy called for a report from Mr Acland of his reasons for 

switching sides; this showed the arguments to be evenly balanced; so he 

instructed Mr Hoyer-Millar to ensure that Barclays Unicorn abstained on 

the issue. Mr Hoyer Millar so instructed Mr Moss. But it was by then 

too late to withdraw the proxies which had already been lodged with the 

registrars. As a result the Barclays Unicorn votes were cast against 
demerger . 

6.(C)29 There are four issues which seem to me to arise from this 
affair: first, whether Barclays switched its vote under improper or 
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undue pressure from Cazenoves ; second, whether they similarly switched 
on Mr Rowland's approach to the bank; third, whether it was right for 
shares held on behalf of beneficiaries to be voted on any basis other 
than in their interests, and particularly to achieve a commercial 
advantage for Barclays Bank, the owner of the management company; 
fourth, whether, as Lonrho alleged, the chairman's instruction was 
deliberately disregarded by subordinates peeved because their decision 
had been overruled. 

6.(C)30 On the first point alleged by Lonrho Mr Acland and Mr Moss 
specifically denied that Mr Henderson had any influence over the voting 
decision. Nor did Mr Hilling, when he was asked, suggest that they had. 

BIM is not a very substantial customer of Cazenoves. I believe Mr 
Acland and Mr Moss to be honourable and truthful men. Although 
Cazenoves were evidently delighted that Barclays Unicorn had been won 
round, and although Mr Acland has a number of personal links with the 
brokers, I am satisfied that the reasons he and Mr Moss gave for the 
switch in voting are genuine. I should add that Mr Hilling also told me 
that, although his decision had been overruled, he had no doubt 
whatsoever of Mr Acland* s integrity, and that he had decided as he did 
from genuine conviction. 

6.(C) 31 On the second point, Mr Rowland also wrote letters in October 
1982 appealing for support to the chairman of hazards, Mr I J Fraser, 
and to the group manager and chief executive of Thomas Tilling Limited, 
Sir Patrick Meaney, and possibly others. As regards the Bevan letter, I 
find it both surprising and revealing that Mr Rowland did not appeal for 
support on the grounds that demerger would enhance the value of the 
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Barclays Unicorn holding as opposed to stressing Barclays ' reputation 
for consistency and Lonrho *s business relationship with the bank. I 
also find it ironic that having criticised two insurance companies , 
Eagle Star and Legal & General for allegedly allowing their voting 
decisions to be influenced by business considerations - allegations 
which have turned out to have no basis in fact - Lonrho should 
themselves have appealed to just these sort of factors to maintain 
support for its cause. 

6. (C)32 Sir Timothy Bevan, together with Mr Andrew Buxton, a general 
manager of Barclays Bank, in due course gave evidence before me. After 
first obtaining legal advice as to the propriety of doing so, they gave 
evidence, and produced documents upon my order for inspection, which 
convinced me that when reversing Mr Acland's decision Sir Timothy was 
not motivated by a desire to further a commercial relationship with 
Lonrho. Barclays Bank, both in the past and in this matter, has 
maintained a consistently independent stance with regard to Lonrho * s 
requests, and has made up its own mind. 



6.(C)33 So far as the decision to abstain was concerned, Sir Timothy 
told me, that the paper he obtained from Mr Acland was finely poised as 

to which way to vote, and having read it I agree. On the second 
occasion he attended he told me: 



***;! thlnk there is one particular feature which has struck 
me in relation to the questions you asked as to whether 
abstaining couid ever be in the interests of the unit holders. 
Aithough I stressed I was worried as to the illogicality of 
switching from one side of the fence to the other when the 
recommendation is somewhat wishy-washy and the circumstances 
had not changed materially since the last vote was held, I did 
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not get over too sufficiently my reasons for being worried 
about that illogicality .... I think that if a unit trust got a 
reputation for what, for want of a better word, I can call 
vacillating management that would be bad for the unit trust, 
and therefore bad for its shareholders. That was the view 
which I held at the time and I think I still do actually, (Mr 
Buxton): I think also, chairman, one extends shareholders to 
unit holders through the fact that we believe that the unit 
holders would lose confidence in their management. ... It is 
important for an investor to have confidence in the people who 
are actually managing their funds. Q. Because, if there is not 
confidence you do not get further accretions of investment do 
you mean? -A. (Mr Buxton) At least partly because you do not 
get further accretions of investment: (Sir Timothy): And you 
would also get sellers actually, would you not? (Mr Buxton) : 
Yes. Q. That again depresses the price? -A. (Mr Buxton) Yes. 



6.(C)34 I think Sir Timothy's point of view is a fair one when seen 
against the history and when faced by such a nicely - poised decision, 
but I remain of the view it would have been preferable, and 
misunderstanding would have been avoided, had Mr Acland's decision not 
been overruled. It seems to me that the man in day-to-day charge of 
Barclays Unicorn, who was apprised of all the issues by virtue of 
hearing the oral arguments of both sides , was in a stronger position to 
take an informed decision on behalf of the unit-holders than was Sir 
Timothy, with all the pressure of business that rests upon him. It must 
be comparatively rare that a decision to abstain in respect of a 
financial matter is more beneficial than to vote one way or another. 



6.(C) 35 On the final question, having also heard the evidence of Mr 
Charles Burton, a manager with Guardian Royal Exchange Assurance, who 
are trustees of Barclays Unicorn, I am sure that Mr Moss and his 
colleagues did all they could to retrieve the position but that it was 
too late to do so for reasons beyond their control. 
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Alder Investment Management 



6. (C)36 Lonrho drew my attention to shareholdings owned by Albion 
Insurance and Blue Star Line (Pension Investments) Limited. These are 
both companies in the Vestey group. They alleged that Mr J R Henderson 
is chairman of Albion Investment Co Limited, a sister company in the 
group and through his association influenced the voting. I have 
enquired into this allegation and the facts are as follows. 

6. (C) 37 Albion Investment Company is not in fact connected with the 
Vestey group. Cazenoves are the brokers to a company, Alder Investment 
Management Limited, which manages the various Vestey funds on a 
non-discretionary basis. As can be seen from appendix 7 the House of 
Fraser holdings owned by Vestey declined from 710,000 in January 1980 to 
580,000 at the 24th August 1983, Neither the company nor, so far as it 
knows, its clients have been involved in any discussions or 
communications with either House of Fraser or Lonrho or their 
intermediaries, apart from receiving circulars from both sides and an 

occasional enquiry irom Cazenoves as to how Alder's clients intended to 
vote . 

Other Allegations Against Cazenoves 

6.(C)38 Lonrho also alleged that Cazenoves stuffed the portfolios of 
their discretionary clients with House of Fraser shares and that they 
might have used their muscle as an important institutional broker to 
le&a on clients by buy shares for the purpose of supporting the board 
and opposing the demerger. 
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6.(C)39 Mr Mayhew indignantly denied these allegations and said they 
were totally groundless. He told me that Cazenoves currently advise 
some fifty-five pension funds. Only two of these, Whitbread Pensions 
Trust and Bechtel (Great Britain) Limited Pension Plan, had held any 
House of Fraser shares during the relevant period. Whitbread bought 

150.000 shares between December 1981 and December 1983, that fund being 
valued at some £70 million at the 31st March 1984. Bechtel had bought 

25.000 shares in April 1982; these were sold in November 1982. I find 
it impossible to believe that so few of Cazenoves ' discretionary clients 
would have held House of Fraser shares, and those two in such small 
numbers, if there had been any basis in Lonrho' s allegations. Nor, 
despite interviewing so very many professional investment managers from 
so many different pension funds, merchant banks and insurance companies, 
did I learn of any improper approaches of the type suggested by Lonrho 
having been made. I do not believe all these witnesses were part of a 
huge conspiracy to conceal the truth from me. In these circumstances I 
accept and believe Mr Mayhew' s denials. 

6 . ( C ) 40 Finally, Lonrho also established that a number of current or 
former partners of Cazenoves are also directors of large shareholders in 
House of Fraser. I have already mentioned Mr J R Henderson. I am 
satisfied, for the reasons I have given earlier, that he told me the 
truth when he said that he has not attempted to influence the decisions 
of any of the companies of which he is a director (Barclays Unicorn, 
Witan, Henderson or Whitbread). The other former partner identified by 
Lonrho is Mr R Ho Hand-Mart in, who is a director of Henderson 
Administration. I am satisfied for the reasons explained when I 
considered the parallel case of Mr Henderson, (paragraph 6(C) 12) that Mr 
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Holland-Martin had not exercised any improper influence over Henderson's 
investment team. The current partners in Cazenoves who were suspected 
by Lonrho are Mr G J Chandler (Globe Investment Trust), Lord Faringdon 
(Witan and Henderson) and Mr M J K Belmont (Star Offshore Services) . In 
view of the wide-ranging enquiries I have made, the evidence I have 
received and the conclusions I reached as a result of it, I decided in 
the end that it was not necessary to interview these three gentlemen. I 
have received no evidence at all that any of them have behaved 
improperly, and in all the circumstances as I have discovered them to 
be, I can see no reasonable ground to suspect any of them of abusing 
their position as a director in order to further the interests of 
Cazenoves or of House of Fraser. 
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(D) THE PROFESSOR SMITH LINK 



Introduction 

6. (D) 1 The total shareholdings attributed by Lonrho by the "Professor 
Smith Link" and listed in paragraph 6. (A) 2 above taken together with 
those of the Powell family, almost tripled in size, from 2.57 million in 
March 1980 to 8.9 million in July 1983. There were particularly sharp 
increases between October 1980 and April 1982 (2.6 to 8.5 million) and 
between April and July 1983 (8.65 to 8.9 million), the latter period 

covering the two EGMs. Lonrho 's allegation was that Professor Smith 
abused his connections with these shareholders to cause them to increase 
their holdings, especially after he first became a director in August 
1980, again in January 1981 when he became chairman of House of Fraser, 
and finally in the run-up to the demerger EGMs. 

6.(D)2 The Lonrho allegations summarised, are as follows: Professor 

Smith is a director of London Trust, Equitable Life (subsuming Pelican 

Unit Trust) and Temple Bar (along with another "anti-Lonrho" House of 
Fraser director, Mr Ernest Sharp); Temple Bar is linked to Aberdeen 
Trust and Globe Investment Trust through, inter alia, common 

directorships; M & G is linked to Equitable Life through the common 
directorship of Mr Andrew Caldecott; Mr Caldecott was previously a 
director of Lonrho but resigned in 1971 following an acrimonious dispute 
with Mr Rowland, which has rumbled on over the years, as is well-known; 
there were said to be local links between Professor Smith and the 

Greater Manchester Council Pension Fund and the Airways Pension Fund 
respectively. 
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6.(D)3 The Powell family acquired its shares in House of Fraser on the 
sale to it of their family business. A family member, Mr M P S Powell, 
still works in House of Fraser and, Lonrho alleged, had recently been 
"highly promoted" partly to secure the family votes. 

The Actual Size of Shareholdings 

6(D) 4 Appendix 8 gives the totals for these holdings, sub-divided 
between shareholders directly connected with Professor Smith and others. 
Once again the overall increase shown in the Lonrho figures is 
confirmed, but within that general picture there are some striking 
trends. In particular, there was a rapid increase in the "direct" 
holdings from 0.325 million in October 1980 (shortly after Professor 
Smith became chairman) to 1.46 million a year later. The holdings 
thereafter decreased from April 1982 to April 1983, before increasing 
again, but resting at a lower final level. Similarly, the "indirect" 
holdings, including the Powell family, increased by more than two and a 
half times between October 1980 and October 1981 from 2.9 to 7.39 
million; there was a further significant increase to 9.11 million by 
June 1982. But again at the end of the period there was a decline, 
greater than in the case of the "direct" holdings. 

The Evidence Received 

6* (D) 5 I have already outlined the general allegation against Professor 
Smith. I now look at the evidence referring to each of the shareholders 
concerned. The figures are given in appendix 8 Professor Smith is not 
himself a substantial shareholder, having acquired as his directorial 
qualification 1,000 shares on the 8th September 1980; this is his 
current holding. 
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The London Trust 



6.(D)6 Professor Smith has been a director of the London Trust since the 
18th January 1978. Lonrho alleged that the Trust voted with House of 
Fraser in June and November 1982 and that the Trust first appeared on 
the share register early in 1982 after Professor Smith had become 
chairman. Mr Robinson said in evidence that London Trust sold its 
shares later in the year because of a call from Mr Rowland to another 
director, the Honourable Angus Ogilvy, pointing out the Professor's 
membership of the House of Fraser board and the fact of the London Trust 
holding. 

6.(D)7 The London Trust purchased 75,000 shares between the 27th October 
1980 and the 20th January 1981. This formed part of a steady programme 
of purchasing which continued, with one off-setting sale, until 
September 1981. The shares were sold in June and August 1982. The 
managing director, Mr Henry Berens, gave evidence that Professor Smith, 
as a director, was informed of all share purchase transactions, 
including these, with the board papers, in the same way as all the 
directors. He said: 

"if I asked Professor Smith detailed questions about the 
company I would have become an insider and therefore not 
capable of fulfilling the principal function, independent 
judgement, required for successful investment management". 

Mr Berens also explained that the possibility of difficulties arising by 
reason of Professor Smith's chairmanship of House of Fraser together 
with the existing profit on the shares, was one of the main reasons why 
the holding was liquidated. Mr Berens did not recall any discussion 
with Mr Ogilvy. 
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6.(D)8 Mr Berens seemed to me to be a thoughtful man whose evidence 
there was no reason to disbelieve. I do not believe that Professor 
Smith played any part in the decisions to purchase House of Fraser 
shares, nor as to how to vote them, this being entirely decided by Mr 
Berens who said on this point: 

"I had full discretion to make purchases and sales on a day to 
day basis within the overall policy of the board. I consulted 
nobody in reaching this investment decision, but at the time 
informed my colleague, Lionel Rolfe, then managing director". 

The Aberdeen Trust 

6.(D)9 Mr R Scott-Brown was a director of both Temple Bar and Aberdeen 
Trust during the relevant period. I discovered no other connection with 
House of Fraser although Cazenoves are the Trust’s brokers too. The 
holding increased from 75,000 shares at the 1st January 1980 to 170,000 
at the 27th July 1983; it was liquidated at a profit on the 24th August 
1983. In addition, until December 1983, the firm which, prior to the 
present managers, managed the Trust’s holdings also looked after 171,000 
shares on behalf of Globe Investment Trust. The Aberdeen Trust voted 
with the board on the demerger issue. 

6. (D)10 Mr Robb, an investment manager with Aberdeen Fund Managers, told 
me that individual stock selection was delegated to individual managers, 
though directors might offer suggestions from time to time. He was 
unable to discover, because the records were no longer in existence, 
which manager had made the purchases in February, April and August 1981; 
the December 1981 purchases were made by Mr Scott-Brown and the sale by 
a Mr Gilbert. Mr Robb said: 
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Our recollection is that; with the House of Fraser we knew 
there was uhe Lonrho involvement, we knew it was a fairly 
active share. We felt that the fundamentals were quite good, 
irrespective of Lonrho" . 



The shares, he said, had not been bought to support the board: such a 

course of action, he told me, would have been unthinkable. The Trust 
sold because they thought the price might be at its peak and because the 
announcement of my investigation suggested to Mr Gilbert that Lonrho 
might withdraw. The holding was at no time one of the Trust’s larger 
investments; at the time of the sale the value of its largest British 
holding was £2.76 million and of the 25th largest was £0.7 million, 
whereas the sales of their House of Fraser shares produced only £0.4 
million. 



6.(D)11 Voting decisions were taken by the investment managers without 
reference to the board. Mr Robb said: 



"I think throughout this whole period we disliked the 
involvement of Lonrho in the House of Fraser situation 
partly 1 suppose because House of Fraser is a Scottish company, 
we are in Scotland, and historically we have a fairly large 
percentage in Scottish investments. So we were always 
uncertain, and I think still are uncertain, of the exact 
intentions Lonrho had, and how far their intentions went”. 



Mr Robb did not see any contradiction in that: 

"We were buying because we thought that the share price would 
go up and events proved we were correct. We did not have to 
like the reasons for the share price going up". 

Mr Robb told me that Mr Scott— Brown had never reported to him any thing 
Professor Smith had said about House of Fraser, even if they had ever 
discussed the company. He has sat in the office within a few yards Oi 
Mr Scott— Brown since before 1981, and was sure he would have been aware 
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if there had been any telephone conversations between them. Mr Robb did 
not recollect ever hearing Mr Scott-Brown telephone Professor Smith in 
any connection, and he had himself never met Professor Smith. 

6. (D)12 I believe Mr Robb to be a truthful witness. His account of Mr 
Scott— Brown * s relation with Professor Smith was confirmed, when he in 
turn gave evidence, by the Professor. In the circumstances, I am 
satisfied that the decisions taken on behalf of Aberdeen Trust by Mr 
Robb and his colleagues were not influenced in any way by the board of 
House of Fraser or its agents. 

Airways Pension Fund 

6. (D)13 The Airways Pension Fund began to acquire shares on the 3rd 
March 1982: by the 7th April it held 525,000 shares and by the 21st 
June, 7 25, 000. ihe holding was reduced by 100,000 between the 20th May 
and the 14th June 1983 , namely between the two demerger meetings . 
Lonrho alleged what the fund's general manager, Mr Gordon Burwood, was 
formerly investment manager with the Co-operative Insurance Society 
which is Manchester-based. 

6 . (D ) 14 Mr Robinson said in evidence that Mr du Cann had told him that 
nr Burwood had a close relationship with Professor Smith. Mr Dunlop 
said that he got the impression from his own contacts at British 
Airways, including with his name-sake Mr Gordon Dunlop, chief finance 
officer and chairman of the Pension Fund trustees, that they were keen 
on demerger, yet the Fund voted with the main board. Lonrho attributes 
this opposition to some form of Mancunian Mafia. 
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6 . (D ) 15 Mr Burwood when I summoned him to give evidence said that the 
purchases took place because of the prospects which the Fund believed 
the company had under new management, particularly in the development of 
certain of its important property assets. Shares were sold as part of 
the Fund's general lightening of its equity portfolio in May and June 
1983. In May the Fund’s House of Fraser holding represented 0.3% of its 
portfolio, against a Financial Times Actuaries Index weighting of House 
of Fraser of 0.24%; in August the respective figures were 0.31% and 
0.26%. 

6. (D ) 16 Mr Burwood denied that he had a close relationship with 
Professor Smith. They had had occasional business meetings since the 
mid-1970's. Prior to purchasing the Fund's shares, he and a colleague 
had, on the 5th May 1981, paid a visit to the company, specifically to 
discuss, in the same way as they had done with respect to many other 
businesses, the company's financial strategy and objectives. They met 
and spoke with Professor Smith, Mr Sharp and Mr Humphries. It was 
partly as a result of this meeting that they decided to buy the shares 
if and when a suitable opportunity arose. He had since met Professor 
Smith from time to time on occasions such as the canvassing meetings and 
the financial presentations arranged by House of Fraser. Professor 
Smith's account of their relationship was to the same effect. 

6.(D)17 Mr Burwood told me that the decisions to vote against demerger 
were taken by him in consultation with Mr Gordon Dunlop, on the basis of 
advice from, and after discussion with, his colleagues in the office. 
He believes that the potential of the company in its various activities 
is only likely to be achieved by the generation of cashflow from its 

- 363 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



most profitable assets: the demerger of Harrods would thus militate 

against the group's ability both to develop its properties and to 
generate profits by refurbishment and the like. 

6.(D)18 Mr Burwood is a dedicated, professional investment manager. I 
entirely accept the evidence he gave as to the reasons for the purchases 
and sales of the shares, and for the way the fund's votes were cast on 
the demerger issue. I do not accept Lonrho ' s allegation that he was 
improperly motivated. 

Equitable Life Assurance Society 

6.(D)19 Professor Smith has been a director of Equitable Life since 
1976. Mr Caldecott, whose acrimonious departure from the Lonrho board 
has already been mentioned, was also a director during the relevant 
period. Lonrho drew my attention to the fact that what it believed to 
be the Equitable Life holding, which included the Pelican Unit Trust and 
Equitable Nominees, increased from 210,000 shares in April 1982 to 
530,000 in July 1983. I have also had evidence that in December 1980 
Professor Smith approached the investment manager of Equitable Life and 
suggested that the Society might like to buy shares to help him in his 
battle against Lonrho. 

6. (D)20 I have established on enquiry that Equitable Nominees is 
actually a subsidiary of Chase Manhattan Bank and that the House of 
Fraser shares registered there are owned by the College Retirement 
Equities Fund of America. There are no connections with either 
Equitable Life or Professor Smith. But Equitable Life has two 
subsidiary companies which also owned House of Fraser shares during the 
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relevant period, Pelican Units Administration, which as its name implies 
manages Pelican Unit Trust, and University Lite Assurance Society. 

6.(D)21 As can be seen from appendix 8, the House of Fraser shares held 
by the parent company and its subsidiaries increased from 135,000 in 
April 1981 to 500,000 in July 1983. The Equitable Life holding itself 
was voted in favour of the board on the demerger issue, as was the 
Pelican holding after it appeared on the register in June 1983. I have 
not confirmed that University Life Assurance Society, in fact voted, but 
the investment manager, Mr Passmore, is clear that if it did vote, it 
would have voted with the other Equitable Life holdings. 

6. (D)22 Mr Passmore, who is also a director, said that he made the 
purchases on his own initiative because the shares seemed cheap and 
because in his opinion the intervention of Mr Rowland was likely to 
increase their value. He had not foreseen matters developing as they 
have. Mr Passmore told me he had a great respect for Professor Smith's 
abilities. The Pelican purchases were made on the basis of similar 
considerations. Shareholders, he believed, were bound to benefit whether 
a demerger took place or not. Harrods on its own would fetch a good 
price. But he voted for Professor Smith because he considered that the 
board was doing a good job in pruning and rationalising; in the longer 
term it would be preferable for them to be allowed to finish the job 
they had started. 

6. (D)23 Mr Passmore said that he had never discussed these purchases 
with Professor Smith: the Professor was never informed about them until 
afterwards . Nor did he discuss voting with him. Similarly, although Mr 
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Caldecott's views on Lonrho were well-known, and he was a member of the 
Society’s investment committee between 1967 and his retirement from the 
board on the 27th July 1983, Mr Passmore said he had no recollection of 
ever discussing House of Fraser with him. Nor did he remember any 
approach from Professor Smith suggesting he buy and he felt fairly sure 
that he would recall it if he had. In the normal course of events he 
sees Professor Smith every month at board meetings so it would be odd in 
his view, if the Professor had written to him. This is a further reason 
which reinforced his belief that he did not receive any such letter; nor 
was he able to find any such document in his files. 

6 -(D) 24 Mr Caldecott's evidence was that he had no recollection of ever 
discussing the Society's House of Fraser purchases with Mr Passmore; 
indeed when he gave evidence, he was unable to remember whether the 
Society owned any shares. Although he and Professor Smith had often 
discussed the personality of Mr Rowland, they had never discussed 

tactics oi anything else to do with the advice which Warburgs have given 
the company. 

6 . (D ) 25 I believe Mr Passmore to be an honourable and a truthful man. 
He gave me the impression of transparent honesty. I do not consider 
that Professor Smith had any hand in the decision which Mr Passmore took 
to purchase shares in House of Fraser, nor in his decision to vote them 
in support of the board on the demerger issue . 
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Globe Investment Trust and Temple Bar Investment Trust 
Globe Investment Trust 

6.(D)26 Mr Colin Black was a director of both Temple Bar and Globe 
Investment Trust during the relevant period. Up to 1980 the Globe 
holding of House of Fraser shares was in three separate funds : the main 
portfolio managed in-house by Globe, shares managed by the Globe's 
Tyndall Group subsidiary, and a holding managed by East of Scotland 
Investment Managers, the predecessors of Aberdeen Fund Managers (see 
paragraph 6(D) 9). The Tyndall holding was sold in January and February 
1981; the East of Scotland holding was transferred to the Globe 
portfolio and management at the end of 1980. In addition to this 
transfer of 171,000 shares, the main Globe portfolio was augmented by 
purchases in February and March 1981 (2,419,000), September, October and 
December 1981 (800,000) and June and July 1982 (125,000). Lonrho 
alleged that Globe always voted in accordance with the recommendations 
of Professor Smith. 

6. (D) 27 Mr Black, who is deputy chairman and investment managing 
director of Globe, said that the reason for the purchases was that they 
had been impressed by the arguments put forward by Professor Smith and 
Mr Sharp, both directly and through stockbrokers, that the shares were 
undervalued in terms of the plans they had for rationalising House of 
Fraser's properties. Globe bought the shares to back the new management 
team in its plans: they were regarded as a good investment. The 
purchasing strategy was devised by the Globe's investment managers and 
approved by the full board. The House of Fraser was one of their ten 
largest holdings, though it was only one— eighth the size of the Trust's 
biggest. I have already described (paragraph 4.9) the manner in which 
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the voting decisions were taken by the full board of Globe Investment 
Trust. 

Temple Bar 

6. (D)28 Professor Smith has been a director of Temple Bar since November 
1975 and chairman since April 1980, and Mr Sharp became a director in 
January 1981. Lonrho alleged that the Trust voted consistently in 
accordance with Professor Smith's recommendations. Following his 
appointment to Temple Bar, the Trust, together with Globe Investment 
Trust, acquired an additional 3.3 million shares. Professor Smith also 
advises the Electra House Unlisted Securities Exempt Fund, this coming 
out of the same stable as Temple Bar and Globe. 

6 . ( D ) 29 Temple Bar purchased 250,000 shares between the 30th October and 
the 5th November 1980. It appeared from the evidence I received that 
Professor Smith was a f actor in the purchases, though not in the manner 
suggested by Lonrho. Mr Walton, the investment manager responsible, 
knew the Professor before he himself joined the Trust's investment team. 
When he arrived in October 1980 he found that the portfolio was in his 
opinion light on retail stocks. His previous knowledge of Professor 
Smith led him to believe that House of Fraser had good growth prospects 
under his leadership. But he also received encouragement to buy the 
stock fx om other source, including Capel— Cure Myers, Lonrho' s company 
brokers. The decision to purchase the shares, he told me, was his alone 
though it was later under their normal procedures reported to the board, 
who ratified it. Debenhams was another retail stock which he purchased 
at the same time for similar reasons. 
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6. (D)30 As regards voting, Mr Walton said that the Trust's normal 

posture, having purchased any shares, was to support the incumbent 
board. If a board in their view was failing, then their usual response 

would be to sell the shares. His decision to support the House of 

Fraser board over demerger was based upon his view that it could "make 
the bits work better", though at the same time he also felt that Mr 
Rowland was "a good motivating influence". Once again, and in 
accordance with the Trust's standard code of conduct in these matters, 
Professor Smith played no part in his decision: Mr Walton strongly 

asserted it would have been quite improper for him to have sought his 
views. The most he was prepared to concede was that if he disagreed 

strongly with a recommendation by a board upon which the Professor sat, 
if he had not sold the shares, then he would abstain rather than vote 
against that board. 

6.(D)31 Mr Walton seemed to me to be a transparently honest man. I 
believe his account of these matters. I conclude therefore that 
Lonrho's fears as to the influence of Professor Smith in this case were 
in fact groundless. I learned that the Electra Fund is managed 
seperately from Temple Bar and also from Globe, but in view of what I 
had found out in my interviews of Mr Black and Mr Walton, I did not 
consider it necessary to interview that Fund's manager too. 

M & G Group 

6. (D)32 Funds managed or advised by the M & G group increased their 
holdings of House of Fraser shares from zero at the 1st January 1980 to 
1.7 million at the 27th July 1983. Within this overall increase, a peak 
was reached of 2.12 million at June 1982, purchases having commenced in 
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March 1981. Fourteen funds were involved in all (see appendix 8). The 
shares were all voted with the board on the demerger issue. 

6.(D)33 Between 1979 and 1982 the chairman of M & G Group was Mr Andrew 
Caldecott. From September 1982 Mr Caldecott was also on the board of 
the subsidiary, M & G Investment Management, which provides investment 
services for M & G Securities, which operates unit trusts, M & G 
Assurance, and certain outside bodies including pension funds, charities 
and individuals. Mr Caldecott, who was the vice-chairman and head of 
the corporate finance division of Kleinwort Benson until May 1983, is 
also a former director of Lonrho. He resigned after an acrimonious 
dispute in October 1971; the mutual antipathy, even loathing, that Mr 
Rowland and he have since shown for each other is well known and 
documented. Mr Caldecott is also, as I have mentioned earlier, a 

director of Equitable Life. 

6. (D) 34 Mr Rowland said in evidence that M & G had consistently voted 
against Lonrho; that Mr David Tucker, a director of M & G group and 
chief executive of the unit trust subsidiary, had told him, on a visit 
to Cheapside in October 1982, that Mr Caldecott had instructed the 
investment team always to vote against Lonrho and that Mr Caldecott 
would never allow M & G to vote with Lonrho. Mr Spicer said that Mr 
Paddy Linaker, another main board director and the chief executive of 
the investment management subsidiary, "virtually admitted" that Mr 
Caldecott was exerting a policy within M & G not to support Lonrho. 
Finally, Mr Dunlop averred to me that M & G had sent off, uninstructed, 
an anti-demerger proxy card on behalf of the BBC Pension Fund. 
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6.(D)35 Mr David Hopkinson, deputy chairman and managing director of the 
M & G group and chief executive of the assurance subsidiary, and Mr 
Tucker, explained to me in evidence that the decision to vote against 
demerger arose in part from a general policy to prevent, as M & G saw 
it, Lonrho's method of exploiting its position and abusing its power as 
a substantial but minority shareholder: 

"You cannot really go on and on allowing a minority shareholder 
to drip on the stone, because this is a diversion of the 
management of any company from getting on with their job. That 
is not in the interests of the shareholders". 

The voting decision was taken by Mr Hopkinson in consultation with Mr 
Tucker and Mr Linaker. They did not discuss it with Mr Caldecott. They 
told me that as a non-executive chairman he had no say in voting or 
investment decisions. They certainly listened to him, among many 
others, and his views about Lonrho were well-known. At no time had they 
discussed House of Fraser with him save in the most general terms . 

6 . (D ) 36 When I put to Mr Tucker, separately, Mr Rowland’s allegation 
about what he said at the meeting at Cheapside, Mr Tucker recalled both 
the meeting and Mr Caldecott’s name being mentioned, though, if there 
had been a discussion as alleged, he felt he would certainly have 
recalled it. There was not, he said, nor could there conceivably have 
been, any statement made by him to the effect that Mr Caldecott had 
instructed them to vote against Lonrho. Caldecott had not and never 
would have done that; even if he had seen fit to do so, Mr Tucker told 
me he would personally never have accepted such instructions. As 
regards the purchases, Mr Tucker gave evidence to me that M & G fund 
managers have full discretion to buy and sell investments within the 
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broad overall policy laid down in the investment objectives of the fund 
concerned. The House of Fraser shares were purchased by eight different 
managers on the basis that they considered them to be suitable 
investments for their funds. Most of the shares were purchased on 
behalf of outside rather than internal funds, but no particular 
significance attaches to this. 

6 . { D ) 37 Mr Caldecott, when he gave evidence, told me that, as they were 
published, his views about Lonrho were very well-known, though within M 
& G he was careful to refrain from becoming boring by continually 
expressing himself strongly. He knew that his colleagues there must 
inevitably have been aware that if M & G were to vote with Lonrho, he 
would 'very strongly disapprove". However investment and voting 
decisions were matters within the prerogative of the investment team and 
not of himself. He was not consulted about the voting of the group's 
House of Fraser shares, though he might from time to time have discussed 
the battles over House of Fraser in general terms over lunch with Mr 
Linaker and Mr Tucker, as a matter of general interest as opposed to a 
business meeting. 

6 . ( D } 38 As regards Mr Dunlop's evidence, Mr Hughes, the BBC's director 
of finance and a trustee of the new pension scheme, told me he 
remembered receiving a telephone call in which Mr Dunlop suggested that 
they should vote for Lonrho. But he does not recollect saying anything 
or expressing any view, about how he thought M & G would vote. He 
described, as I have set out in paragraph 4.16, the method by which he 
personally, and not M & G or Warburgs, took the voting decisions for the 
BBC Pension Fund, after a discussion with Mr Notley, but taking into 
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account the advice he received from those organisations. 



6.(D)39 It is quite clear that Mr Caldecott is and remains critical of 
Lonrho as it operates under its present chief executive, and that Mr 
Hopkinson, Mr Tucker and other senior M & G executives are well-aware of 
this. But it is equally clear to me that the decisions to purchase 
House of Fraser shares and to vote against demerger were not influenced 
to any significant degree by Mr Caldecott or his views. Whatever 
opinions Mr Caldecott may have held, I am persuaded that Mr Hopkinson 
and Mr Tucker are very much their own men; I was struck by their obvious 
strength of character and robust independence of view. I am certain, on 
my judgement of their character, that any attempt to influence them 
would in fact have proved counter-productive. 

The Kle inworts bid for the Fraser Holding 

6.(D)40 Mr Rowland further alleged that Mr Caldecott was close to 
Warburgs and was responsible, together with Mr Scholey, for the bid 
which Kleinwort Benson made for the Fraser trusts holdings in March 
1982. I have enquired into this and the facts have proved to be 

different from Mr Rowland's suspicion. 

6. (D)41 Mr Charles Runge, of Kleinwort Benson's corporate finance 
department, telephoned Sir Hugh Fraser early in March 1982 to enquire 
whether he or the Fraser trustees might be interested in selling the 
Trusts' holdings. Mr Runge was telephoning on instructions from Lord 
Rockley, head of his department. Lord Rockley in turn was acting on 
behalf of a client of the bank who had expressed an interest in 
acquiring the shares. Sir Hugh said that he might be a seller provided 
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the price was right: but there was no discussion of prices. But he said 
that his mother and sister, his fellow trustees and who also had 
beneficial interests, would wish to delay any sale until after the 
Budget on the 5th April because of their personal positions. Mr Runge 
replied that he would contact him again after that date. In the event 
he did not do so because before then he learned from Lord Rockley that 
the client had in the meantime lost interest in the purchase. 



6. (D)42 The client was the Caparo Group Limited. Mr John Leek, a 
director, whom I summoned to give evidence, told me that his company not 
infrequently takes stakes in public companies, sometimes with a view to 
making a dealing profit, sometimes with a takeover in mind. They were 
attracted to House of Fraser because its shares appeared to them to be 
undervalued. They had heard, probably in press reports which were in 
j. ci.ct current at the time, that Sir Hugh's holding might be for sale. 
They had approached Kleinworts through their usual contact, Mr Mark 
Ramsey. But by the time Kleinworts reported back to them they had 
become more interested in another investment. 



6.(D)43 I am satisfied that the Caparo group was not acting in concert 

with or on behalf of anyone else. I am also satisfied that no one in 

Kleinworts apart from Mr Ramsey, Lord Rockley and Mr Runge knew of the 

approach. There is no question therefore of any link between the bid to 

Sir Hugh and Mr Caldecott and Mr Scholey. The incident, in the result, 

is of interest only for the light it casts upon Mr Rowland's overly 

suspicious mind and is a small example of the paranoia about certain 

people and institutions which seems to me to be such a marked feature of 
his character. 

- 374 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



Greater Manchester Council Superannuation Fund 



6.(D)44 The Greater Manchester Council Superannuation Fund ("GMC") 
holding increased from 480,000 shares at the 1st January 1980 to 540,000 
at the 24th August 1983. Within that overall increase, the holding rose 
to 630,000 on the 1st April 1981 and fell to 520,000 on the 7th April 
1982. The fund is managed on a discretionary basis by two separate 
managers, Prudential Portfolio Managers and Phillips and Drew. The fund 
voted against the demerger. 

6.(D)45 Mr Robinson said in evidence that just prior to the June 1983 
EGM a Phillips & Drew fund manager, Mr James Hyslop, visited Lonrho's 
offices in Cheapside, having previously lunched with another Lonrho 
employee, a Mr Raffi Khan, and a client, Mr Bill Lane of Century 
Insurance. The visit was a courtesy and not a business call. Mr 

Rowland was also present and the visitors were introduced to him. 
According to Mr Robinson, Mr Hyslop said, during a discussion lasting 
about half an hour in the boardroom, that he was favourably disposed 
towards demerger, and that he would be prepared to speak in these terms 
to colleagues managing funds containing House of Fraser shares. The 
name of GMC was raised, and Mr Hyslop said that he would make further 
enquiries but thought that that fund was likely to be closely linked to 
Professor Smith. He subsequently telephoned Mr Robinson to confirm that 
the fund had in fact voted, and according to Mr Robinson, said that it 
indeed had links with Professor Smith. 

6. (D)46 When I called him to give evidence, Mr Hyslop confirmed that the 
meeting took place, and that he undertook to pass on to colleagues the 
points which Lonrho was making about demerger. But he had no 
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recollection, so he said, of any discussion about Professor Smith or of 
his relationship with GMC. He swore that he himself neither has, nor 
has ever had, any knowledge of such a relationship, so that he neither 
did, nor could, have said that such a connection existed. He went on to 
say that he was not in the habit of talking about matters of which he 
has no knowledge, particularly to people whom he hardly knows, as was 
suggested had occurred on this occasion. 

6.(D)47 Rather than seek to resolve such a clear conflict of evidence, I 
interviewed Mr David Quarmby, the officer in the GMC Treasury 
responsible for the day to day affairs of the fund. Mr Quarmby said 
that he had been recently apprised of the alleged link by Phillips and 
Drew. But neither he nor any of those with executive links with the 
fund were aware of any connection between the fund and Professor Smith. 
They could not rule out the existence of any link at all between 
Professor Smith and perhaps some elected member of the Council, or 
someone connected with its affairs, but they were unaware of the 
existence of any such link. I also asked Mr Quarmby about the voting of 
GMC r s shares. He said that although purchases and sales are at the 
discretion of the GMC 1 s managers, voting decisions are always taken 
internally by the fund itself. The level at which such decisions are 
taken depends upon the degree of controversy. Matters which are 
controversial are rei erred to the county treasurer; matters which are 
"even more controversial" are handled by the chairman of the GMC's 
investment panel. That panel comprises five councillors drawn from the 
finance and estates committee, two employee representatives, the chief 
executive and the county treasurer. The panel is advised by three 
outside advisers: Professor Jim Ball of the London Business School, Mr 
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Hayward of the actuaries Duncan Fraser & Co, and Mr Stephen Wood, 
investment manager of the Co-operative Insurance Society. 

6.(D)48 Mr Quarmby told me that he himself spoke about the demerger 
issue to the Prudential and Phillips & Drew prior to the May EGM. Each 
advised that maintenance of the status quo was on balance in the best 
interests of the fund. Mr Quarmby then minuted the county treasurer 
telling him this was how he proposed that the fund should vote. The 
county treasurer endorsed this and GMC voted accordingly. Prior to the 
June meeting Mr Quarmby checked with the managers that their views 
remained unchanged, which they did, and so instructions were again given 
to vote against demerger. 

6.(D)49 Mr Quarmby struck me as a thoughtful man who prepared and gave 
his evidence with great care. I am satisfied that neither the Fund's 
purchases nor its voting decisions were in any way influenced by any 
possible, though unproved, links which Professor Smith may or may not 
have with any elected or other members of the Greater Manchester 
Council . 

The Powell Family 

6 . (D ) 50 Until the appearance on the scene of Dr Marwan, Mrs Funaro and 
Mr Hayward, the largest private shareholder in House of Fraser was Mr W 
P Powell of, North Humberside who owned 774,000 shares at the 27th July 
1983. A further 480,000 shares were held by other members of the same 
family either in their own right or as trustees. Apart from Mr W P 
Powell the other main holders were Miss R J Powell of Oxfordshire: 
102,000, Mr G W Powell of London: 101,000, and Mr W W Powell of North 
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Yorkshire: 40,000. The shares owned by the Powell family were 
originally acquired when House of Fraser took over their family business 
in Yorkshire. 



6.(D)51 The Powell holdings, or at least those of Mr W P Powell, Miss 
Powell and Mr G W Powell, have consistently been voted against demerger. 
Lonrho alleged in its evidence that a member of the family still works 
for House of Fraser and has recently been "highly promoted" . He is Mr P 
S Powell, merchandising and marketing director of House of Fraser 
(Northern Management) Limited. 



6.(D)52 I asked each of the main holders by letter why they had voted 
against demerger. I also asked them for their comments on the 

allegation that they supported the board because of Mr Powell's 
employment and his recent promotion. Mr G W Powell said that he 
regarded the allegation as "incompetent, irrelevant and immaterial". He 
voted against demerger because he considered that: 



"(a) Future prosperity of the whole group of companies would be 
best be achieved by continuity of management under the chairman 
and directors and senior staff, largely trained in the business 
of retail store management. I agreed with the arguments 

against demerger - as put forward by the chairman and the main 
board 

(b) Prosperity for the group of companies, as now constituted, 
would best safeguard my interest as a shareholder". 



Mr W W Powell said that the main reason for voting against demerger was 
because he decided, after due consideration, that this would eventually 
prove to be the best course to follow for shareholders. 
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"(fou) can rest assured "that my decisions regarding my 
investments in House of Fraser or any other company are not 
influenced by the employment prospects of any of the nephews or 
nieces (or of anyone else in particular)". 



6. (D) 53 Professor Smith and Mr Willoughby both denied that the promotion 

of Mr Powell had anything to do with considerations of this kind. I 

have inspected company documents which demonstrate that Mr M P S 
Powell's career and promotion can be seen to be due to his own 

abilities. In these circumstances, and with no evidence to the 

contrary, I reject Lonrho's bare assertion of fraudulent preference. 



Professor Smith 's Invitation to Investors in 1980 

6.(D)54 Professor Smith, as I have already mentioned in my discussion of 
the allegations about Equitable Life, made approaches to a number of 
shareholders or potential shareholders soon after his appointment as a 
director in December 1980. Amongst the papers I obtained at Warburgs 
was a note by Lord Garmoyle recording that, besides Equitable Life, 
Professor Smith had contacted the Shell Pension Fund, Sir Charles Forte, 
a director of Plessey and the chairman of British Rail, Sir Peter 
Parker. Lord Garmoyle' s note revealed that he objected most strongly 
when he learned of the initiative, and the Professor promised to make no 
further approaches of this kind. Lord Garmoyle 's file note read: 

"... I rang Smith and demonstrated fairly vigorously that it 
was totally inappropriate for him to write to pensions funds in 

this manner Smith replied that he saw no reason why he 

should not write to people in a personal capacity and many of 
the people to whom he had personal reasons to support 

Smith he told me he had only written to 3 or 4 people it 

was left that I objected most strongly to this initiative and 
Smith agreed he would make no further (such) initiatives". 

When Mr John Morgan, a manager of the British Rail (Wages Grades) 
Pension Fund, gave evidence to me, I asked him also about the 
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Professor’s letter to Sir Peter Parker. This had read: 



"I am writing to one or two of my friends to ask for their 
goodwill and support in my new role as Deputy Chairman of the 
House of Fraser group. 

I am particularly concerned to maximise the involvement of 
major City financial institutions and Company Pension Funds in 
the equity of House of Fraser at a time when Lonrho holds 29.9% 
of the ordinary shares in the Company. 

The portfolios of the British Rail Pension Fund may already 
hold equity in the House of Fraser. But I am looking for 
further support. 



The property value backing to the House of Fraser shares is 
considerable and retail trading will not always be as difficult 
as it has been so far in 1980. 

If your investment managers could be persuaded to look again at 
the equity of House of Fraser it would be much appreciated. 

±f you wished me to talk further with you about the present 
plans and intentions of the Fraser management, I will be 
pleased to do so”. 

The letter ended with a manuscript postscript: 

"Please help if you can". 



6. (D) 55 The reply which Professor Smith received came from Mr J M W 
Bosworth, deputy chairman of British Rail and chairman of their Pension 
Fund's Trustees: 



"Your letter dated the 9th December addressed to Sir Peter 
Parker has been passed to me for reply. 

From your letter you appear uncertain whether any of the 
British Rail Pension Funds hold shares in House of Fraser 
Limited. In order to help you with the details of your Share 
Regis ter you may care to note that as at the 29th December the 
British Railways (Wages Grades) Pension Funds held 2,525,000 
Ordinary Shares. These are registered in the name of our 
nominee company, Junction Nominees Limited. 

Your letter to Sir Peter says that you are "looking for further 
support” and you refer to the considerable property value 
backing to the House of Fraser shares. May I suggest that in 



- 380 - 



Printed image digitised by the University of Southampton Library Digitisation Unit 



order to retain the support of its shareholders the board of 
the company must: 

(i) demonstrate an ability to earn a significantly higher 
return on the assets of the company (as revalued). A target 
something in excess of the long term rate of return currently 
obtainable from Government securities might be considered 
appropriate ; 

(iij increase the level of distributions to shareholders in 
line with that increased return. 

M For good order's sake I am copying this reply to Sir Peter as 
I am not sure whether your letter was addressed to him 
personally" . 



6.(D)56 Mr Morgan when he gave evidence, said that besides being 
counterproductive , in that an approach to someone other than the 
investment management team of an institution could upset that team, it 
was extraordinary to think that the investment policy of an institution 
as visible as the British Rail Pension Fund could be influenced by 
someone writing to his friends in such a fashion. Subsequently a 
meeting was held with Lord Garmoyle and Professor Smith at which the 
Board's position generally, and the D H Evans sale and leaseback in 
particular, was discussed; Professor Smith apologised for his letter. 



6. (D)57 Professor Smith himself told me that in addition to Shell, 
Plessey and Sir Charles Forte he could recall approaching the deputy 
chairman of 1 the British Gas Corporation and the chairman of William 
Baird, both of whom were friends; he had no recollection of approaching 
Equitable Life (see para 6(D)23 above). He said that the approaches had 
been made with the knowledge and consent of Sir Hugh Fraser and he went 
on to explain: 

"....at the time of my correspondence with Sir Peter Parker and 
others in December 1980, the House of* Fraser was not in a bid 
situation. There was no Companies Act 1981. ihere were no 
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(Lonrho) undertakings it was perfectly proper.... as it is 

today, for a chairman or deputy chairman to approach potential 
investors to buy shares in his company .... it seemed to me that, 
for the good of the company, that House of Fraser should have 

the widest possible grouping of shareholders Lonrho is 

extremely articulate. The objective then was to secure more 

institutional investments from institutions that were 

articulate and professional in deciding the merits and demerits 
of business decisions. My approach to brokers, to analysts, 
and to anyone, including. . .any letters in December 1980, was 
with that objective in mind.... I believe it is part of the work 
of the chairman ... or selected directors ... to explain the 
company's planned progress to present and potential 
investors ... I do not think there is anything improper or wrong 
with a director encouraging investors to buy shares in his 
company on these grounds....! believe I was right, as a 
director, in writing to persons that I knew, drawing their 
attention to the investment merits of House of Fraser, pointing 
out that the company has a strong asset base,... and a 
considerable earnings capability .. .In other words the thrust of 
my letter was that House of Fraser was a good investment, but 
was undervalued. . .The request I expressed in my December 1980 
letters was for the investment merits of House of Fraser to be 
looked at again... the responsibility for taking an investment 
decision was left totally to the initiative of the persons to 
whom I wrote or their fund managers....! do not believe fund 
managers buy shares for friendship. ...Fund managers buy 
shares because they believe they will appreciate. ...I do not 
believe there was anything wrong in writing these half dozen 
letters, but the way I went about it may have- caused offence to 
one or two fund managers .... it was an error of judgement to 
have gone about it in the way I did..." 



6. (D) 58 I have no doubt that Professor Smith in 1980 had an honest 
belief in the future profitability of an investment in House of Fraser; 
and indeed the subsequent share price has shown he was right. I accept 
that there is nothing wrong, insider dealing and so on apart, in the 
directors of a company laying their wares upon the table for analysts 
and potential investors to consider. It is clear too that it will 
usually be in the interests of the general body of shareholders that the 
board encourage a wide spectrum of investors, including long-term 
holders like pension funds, who are less likely, in a bid situation, to 
be stampeded and so are xikely to ensure a proper price is paid, to the 
benefit of all shareholders. 
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6.(D)59 I am persuaded, both by reading the letters and by his evidence, 
that one major thrust of Professor Smith’s letter was to emphasise the 
potential of House of Fraser shares on genuine investment grounds. I 
accept that had these not been so visible to him he would not have 
written as he did, and that what he was seeking to achieve was 
consideration on their merits of the shares by the funds to whose 
representatives he wrote. But as I see it, the letters contain a second 
thrust, in their references to ’’friends", ’’support" and "please help if 
you can" . I consider that by allying his perfectly proper request that 
the shares be reviewed on their merits with the hope that this be done 
for friendship's sake, Professor Smith committed an error of judgement, 
even allowing for the fact that he wrote with the approval of his 
chairman, Sir Hugh Fraser. It is however fair to remember that the 
Companies Act 1981 had not then been enacted. I am satisfied Professor 
Smith has not since repeated such an approach. 
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(E) LEGAL & GENERAL 



The Allegations 

6 (E ) 1 The Legal & General holding increased, according to the figures 
provided by Lonrho (Appendix 5) from 2.46 million in March 1980 to 2.98 
million in April 1983, there being a particularly sharp increase between 
April and June 1982 from 2.5 to 2.9 million. Besides being, as Lonrho 
alleged, House of Fraser’s principal insurers, Legal & General had been 
associated with the Company in a number of remunerative business 
transactions, notably the sale and leaseback of D.H. Evans. 

The Facts 

6.(E)2 The total holding of shares owned, managed or advised by the 
Legal & General Assurance Society Limited ( ”L & G”) increased from 2.9 
million in January 1980 to 3.2 million in August 1983; within this 
overall increase, the main life fund increased by 180,000 from 2.46 to 
2.64 million (see appendix 9). There was also a purchase of 200,000 
shares through Cazenoves on the 1st July 1983. The L & G abstained on 
the resolution to investigate demerger, but voted against the removal of 
Professor Smith and the subsequent resolutions to demerge Harrods. 



The Evidence Received 

6.(E)3 Lonrho alleged in written evidence that L & G might have been 
imluenced in its purchasing and voting decisions by the business which 
it had transacted with House of Fraser both as an insurer and as 
participant in the sale and leaseback of D H Evans and the premises of 
Rackhams in Birmingham. When giving oral evidence Mr Robinson was 
prepared to accept that this might not be the case, as was Mr Dunlop. 
Nevertheless I determined to investigate the allegation. 
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6.(E)4 Mr Peter Simon, the L & G's senior investment manager, confirmed 
that the Society had a long-standing relationship with House of Fraser 
both as insurers and through the sales and leasebacks of the premises of 
D H Evans and of Rackhams . He told me that the L & G 1 s various funds 
also held shares in Lonrho. He asserted that none of these facts 

influenced their decisions concerning their investment in House of 
Fraser. I have set out in paragraph 4.12 the explanation given to me by 
Mr Simon as to his reasons for voting the L & G holding as he did. 
Basically he was sceptical of the merits of the demerger arguments and 
of Lonrho' s reasons for advancing them. 

6.(E)5 Mr Simon denied that the L & G's purchases since January 1980 had 
been made in concert with anyone else or had anything to do with 
supporting the main board against Lonrho. The purchases were in any 
case de minimis in terms both of voting power over House of Fraser and 
of L & G's holding. Mr Simon's deputy at the time, Mr Peter Bell, also 
gave evidence about the June 1983 purchase. Mr Mayhew had telephoned 
him to say that a line of stock had come on the market. Mr Bell 
consulted the internal fund managers and one of them had room in his 
portfolio and was keen to buy them: he was underweight in the stock and 
had the necessary funds available. Mr Bell, in view of the sensitivity 
of everything about House of Fraser, before agreeing to purchase, 
telephoned Mr Simon, who was on leave. Nothing, he told me, was said 
either by Cazenoves or himself as to how, or if, the shares were to be 
voted. 

6. (E)6 I had the advantage when assessing the evidence of Mr Simon and 
Mr Bell of seeing two sets of contemporaneous documents. Mr Simon kept 
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meticulous records of meetings and conversations and these included 
those concerning House of Fraser. They bore out the evidence he gave 
that the L & G’s purchasing and voting decisions had been arrived at 
independently and without reference to any other interests, whether 
House of Fraser, its agents or intermediaries, the main board of the 
company, or other shareholders. The papers which I seized from Warburgs 
complemented and confirmed this picture. I am satisfied that, although 
L & G enjoyed friendly relations with Warburgs, the L & G group was not 
part of any defensive concert party. 
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(F) THE PROFIT-LINKED SHARE PLAN 



Introduction 

6.(F)1 The House of Fraser Profit-Linked Share Plan ("PLSP") was 
established in 1978. The company allocates money from its profits to 
the PLSP's trustees who then apply for the issue of new ordinary shares. 
The shares are appropriated to all qualifying employees pro-rata to 
their gross superannuable salary for the year in question. In 
accordance with Inland Revenue rules the shares have to be held by the 
trustees for a minimum period to two years before they can be sold or 
transferred. The rules of the scheme result in the number of shares in 
the PLSP at any one time reflecting the number in or added to the fund 
during the year less the number sold by employees. Accretions to the 
fund nowadays take place only in July each year, though sales on the 
instructions of the beneficiaries may take place at any time. This 
undulating increase in the size of the holding since 1980 was as 
follows : 

Table 10 

PROFIT LINKED SHARE PLAN: 



Number of 


Shares Held 








1. 1.80 


25. 3.80 


6. 6.80 


23. 7.80 


30. 9.80 


982,579 


980,468 


985,726 


2,088,452 


2,086,571 


29.10.80 


1. 4.81 


1.10.81 


7. 4.82 


21. 6.82 


2,084.038 


2,078,845 


2,986,251 


2,964,400 


2,954,096 
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8.12.82 



12. 4.83 



27. 7.83 



24. 8.83 



4.10.83 



3,577,493 3,549,438 3,437,300 4,318,928 4,045,460 

6.(F)2 The shares are registered in the name of the Midland Bank Trust 
Company Limited. The total held on the 24th August 1983, namely nearly 
4.32 million, representing 2.82% of the equity, made the fund the fourth 
largest shareholder, though the average number of shares per participant 
was only 161. As only about one third of the beneficiaries indicated 
their voting intentions, this gave the trustees a considerable voice in 
the control of the company if they voted those shares uninstructed. 

6 * (F) 3 The Trust Deed provides for there to be seven serving trustees 
serving a three year term by rotation. Three are appointed by the 
company (the finance director (who is ex-officio chairman), a 
professional adviser, and a management employee who is not a director) ; 
three are employee-representatives elected by the participants; the 
seventh trustee is a representative of the Midland Bank Trust Company 
Limited. The secretary and manager of PLSP is paid by the company, and 

is Mr Nigel Gibb, to whom reference has been made earlier in this 
report . 

Lonrho *s Allegations 

6 * (F)4 Lonrho alleged that PLSP represents a captive shareholding to the 
main board and is thus part of a defensive concert party. Lonrho' s 
specific allegations were that: 

-the trustees have not afforded participants the opportunity 
to express their voting preferences at general meetings; 
-contrary to the best practice as advocated by the Stock 
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Exchange, the trustees vote at their own discretion those 



shares for which beneficiaries have indicated no voting 
preference ; 

-the voting cards are scrutinised by the House of Fraser 
board or its agents so as to discover which employees have 
voted against the company; 

-the trustees decide what recommendations to make to members 
of PLSP, and make their own decisions in respect of 
uninstructed shares , on the basis of emotional support for 
the main board rather than analytically or on the basis of 
independent advice; 

-in October 1982 House of Fraser offered ten shares from 
PLSP to each of its senior staff so as to create a large 
attendance at the forthcoming EGM. 

PLSP 1 s Answers 

6. (F) 5 I called the chairman of the trustees, Mr Willoughby, and PLSP's 
secretary, Mr Gibb, to give evidence specifically about these 
allegations. I describe next the evidence they gave to me: 

Voting by Participants 

6. (F) 6 Mr Gibb explained that individually addressed and named voting 
cards are distributed to all participants either in the case of existing 
employees via the internal administration of the stores in the group, or 
by post in other cases. Information about meetings, including all 
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circulars whether by House of Fraser or by Lonrho are posted on special 
notice boards in every company unit; in certain large stores there are 
half a dozen notice boards at strategic points. Spare copies of 
circulars and so on are distributed so that members can take them home 
to study if they wish. Former employees receive their cards direct from 
the company's registrars by first class post at the home address left 
with the PLSP office; cards which are not known to have been delivered 
are scrutinised in case a subsequent change of address has been 
notified. In general this is found not to be the case and cards are 
transferred to a missing person's file at the office, where dividends 
and appropriations are retained on their behalf. I shall consider later 
whether this scheme in fact operates in practice. 

Voting of Uninstructed Shares 

6 * (F) 7 Since 1981 the voting cards have had three columns: for, against, 
and abstain. Mr Gibb said that the trustees make every endeavour before 
voting the shares on any contentious matter to obtain participants ' s 
instructions, and once received, such mandates are carried out however 
unins true ted shares are voted. The trust's legal adviser, Professor 
Jack, is both a partner of the trustees' solicitors, McGregor, Donald & 
Co of Glasgow, and Professor of Mercantile Law at Glasgow University. 

In May 1980 he had advised the trustees that in terms of the trust deed 
it was their duty to vote uninstructed shares, though they were not 
precluded from abstaining on any particular issue provided this was a 
positive reasoned decision. Lonrho raised this whole matter with the 
Stock Exchange because from November 1981 the rules upon which companies 
are admitted for listing has specified that employee share schemes must 
preclude the voting of uninstructed shares. PLSP's trust deed was 
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drafted and approved by shareholders on the 19th January 1978. The 
Stock Exchange enquired into the matter and concluded that the legal 
advice received by the trustees was correct. 



6.(F)8 Mr Gibb said that stemming from his five years' experience in 
administering PLSP he disagreed with the Stock Exchange rules: 



"This is a totally new sector of shareholders whose interests 
differ from other shareholders and these interests must be 
represented by the trustees. The participants are in the main 
having their first experience of owning shares; they did not 
purchase them through an agent and do not have ready access to 
advisers. Outside advisers in any case are not necessarily in 
a position to offer realistic advice, as they will not be 
familiar with the terms of the Trust Deed and the special 
considerations required in employee shareholding. The trustees 
are the logical body to safeguard the interests of 
participants. It is of vital importance, in my view, that the 
Stock Exchange should concern itself with the constituent 
members of any board of trustees. Providing these trustees 
show a fair representation of employees and outsiders, it may 
reasonably be assumed that, with independent advice, the best 
interests of unsophisticated participants will be truly 
represented" . 



6.(F)9 I have not sought the views of the Stock Exchange on this matter; 
but speaking purely personally, I confess to having considerable 
sympathy with Mr Gibb's views on this point. The overriding duty of 
trustees is to act in the interests of their beneficiaries and even if 
necessary to override on occasions their known wishes. It seems to me 
therefore that, unless prevented by the terms of the trust deed, 
trustees are certainly entitled, and usually ought, to vote uninstructed 
shares where in their view this course is to the benefit of the 
beneficiaries. The evidence was that approximately two thirds of the 
participants do not return instrutions to the trustees as to whether, or 
which way, to vote. 
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Scrutiny of Voting Cards 



6.(F)10 The cards seeking voting instructions from participants have to 
be returned to the company's registrars, the Clydesdale Bank. A letter 
from Mr Gibb to the bank dated the 24th June 1983 stipulated that no 
one, either in House of Fraser or outside, was to be given access to the 
individual cards of their contents . The registrars give the trust 
company and the trustees a breakdown of the block voting received from 
the participants, but not information as to how individuals or groups 
have voted. On the occasion of one of the demerger votes the company 
asked the trustees if it might be given a geographical breakdown of 
cards to see whether Harrods ' employees had voted any differently from 
those in the rest of the company: as it happens they had not. Care was 
taken to ensure that the way any individual or department had voted 
could not be ascertained. This is the only recent case where specific 
information about voting has been asked for or given. 



Voting Decisions of the Trustees 

6 . (F) 11 The trustees have a number of independent advisers. Their 
stockbroker advisers are Hoare Govett. Lonrho drew my attention to a 
circular from this firm dated the 29th September 1982 and which 
concluded as follows: 



With the direct Lonrho bid attempt now dead any residual 
speculative interest rests with the passing on of that 
company’s stake. However other potential bidders may well be 
discouraged by the size of the sums involved, the lack of 
attractiveness of a department stores group as a property 
situation and known Monopolies Commission antagonism to retail 
bids. Nor, in our view, is the postulated demerging of Harrods 
likely to happen. In spite of that there is still a little in 
the price on speculative hopes, and on purely trading grounds 
the share is still a little high even allowing for some 
recovery potential over the next few years . There still 
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erefore looks to be some selling scope even although the best 
(relative) opportunities are past, in that the formerly more 
attractive alternatives have been carried up in the recent 
strength of the store sector”. 



Mr Robinson contrasted this with the advice which he understood the 



trustees to have received to vote against demerger. 



6. (F)12 Mr Gibb told me that at their special meeting on the 15th 
October 1982 the trustees had been advised by Mr Westmacott, the 

chairman of Hoare, Govett, that House of Fraser's reputation, leaving 

financial considerations aside, had been enhanced by its ownership of 
Harrods and that the business would be significantly damaged in future 
if Harrods were to be separated. Overall therefore, he thought, 
demerger would be to the detriment of the majority of employees. Mr 
Gibb added that a particular factor which weighed with the trustees when 
taking their decision was that demerger would almost certainly bring 
PSLP itself to a halt, there being a clear danger that Lonrho or other 
shareholders might not reapprove the scheme following demerger. So 

great was their concern on this point that he was instructed by the 
trustees to write to Professor Smith saying that the trustees would 

resist the demerger of any part of the company unless such a proposal 
was accompanied at the outset by detailed proposals for the revision of 
the terms of the trust deed to ensure that no current or potential 
participant was disadvantaged by such a proposal. 

6.(F)13 Although I am satisfied that the trustees received objective 
advice on the demerger issue, there remained a number of other points of 
potential concern. I noticed in the documents, for instance, a 
suggestion in 1982 that the PLSP should institute some way of enabling 
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employees to invest in the company cheaply by buying shares on their 
behalf. Mr Lawrie, the Scottish legal adviser to the company, quickly 
killed the idea. 

6 . (F) 14 I wondered whether the employee representatives were genuinely 
free to express their opinion in front of senior management. Both Mr 
Willoughby and Mr Gibb denied that the employee trustees were ever 
inhibited in discussing matters in front of them: they are it appears 
outspoken about many matters and not inhibited about any. 

6 . (F) 15 I put to Mr Willoughby the risk of a conflict of interest 
between his positions as finance director of the company on the one 
hand, and chairman of the trustees on the other. Professor Jack had 
advised that it was precisely because he was finance director that he 
had been appointed ex officio chairman: he had a duty to advise the 
trustees using his special expertise and knowledge. Mr Willoughby added 
that there had been occasions - one was when he himself was up for 
re-election as a director - when he had vacated the chair and the 
meeting so as to avoid any such problem. 

6. (F) 16 I also considered the terms in which the trustees* conclusions 
on the voting cards for the EGM on the 30th June 1983 were couched. 
They bore in capitals, underlined, the phrase: 



"THE RECOMMENDATION OF THE BOARD (IS) THAT HARRODS SHOULD 
REMAIN IN THE HOUSE OF FRASER". 
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The card went on to say that the trustees had unanimously decided that, 
in the best interests of participants, they would, unless otherwise 
instructed, vote the shares against the resolution for demerger. This 
seemed to me to amount to a recommendation as to how participants should 
vote. Mr Willoughby and Mr Gibb disagreed. They considered that the 
main thrust of the card was to get members to give instructions: "if 

instructions are not given, then the trustees will vote them in this 
way"; in reaching their decision as to how to vote, I was told the 
trustees had taken a great deal of time, trouble, care and advice. Mr 
Gibb added that the trust deed was silent on the subject of how the 
trustees should reach a decision, but that on this particular issue the 
decision had always been unanimous. 

Packing Meetings 

6. (F)17 Mr Willoughby said that neither the trustees nor the House of 
Fraser board had ever encouraged employees to acquire shares in the 
company beyond those to which they were entitled under the PLSP . The 
basis of the rumour which reached Lonrho, he thought, might have been 
the different matter of the transfer of shares from one individual 
shareholder to a number of individuals so that there were enough 
supporters on hand at AGMs should there be a show— of— hands vote. 

6. (F)18 Since the D H Evans EGM in January 1981 a number of private 
individuals who consistently supported the board had each transferred 
ten shares to approximately 100 nominees prior to each shareholders 
meeting in order to ensure a good attendance at the meeting, and so as 
to ensure that nominees of Lonrho could not carry a resolution on a 
show-of-hands . 
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Most of the board nominees have been employees and accordingly have 
shares allocated to them under the PLSP. But in no case were they given 
or gifted shares by the company nor were any shares transferred to them 
from the PLSP holding. In every case the shares were transferred from 
the holdings of private individuals, and back-transfers were signed by 
the nominees and lodged for registration after the meeting. The number 
of nominees to whom shares were transferred by supporters of the board 
has varied between 95 (for the meetings in June 1983) and 121 (for the 
AGM in June 1982). All had by the 26th March 1984 been re-transferred 
to the beneficial owners, though Mr Willoughby understands that some of 
the nominees may have purchased shares in the market in their own names. 

6.(F)19 Mr Willoughby added that the company was advised by its 
registrars on the 29th May 1980 that 196 shares had been transferred 
from the holding of Lonrho Limited to 34 individual holders, such as 
Lord Duncan Sandys, Mr du Cann, Mr Spicer, Mr Robinson, Mr Pearce and Mr 
Crawford and Mr Peebles of SUITS, a Lonrho subsidiary. It appeared to 
the House of Fraser board that Lonrho was preparing to pack the hall. 
Mr Willoughby recollects that Mr Paterson, then Sir Hugh Fraser's 
personal assistant, transferred some of his own shares to employees and 
friends who were willing to attend the forthcoming AGM and support the 
board; the shares were transferred back to Mr Paterson afterwards. The 
Lonrho "nominees" remained on the share register but for the next 
meeting, the January 1981 EGM, a similar arrangement was not followed by 
any supporter of the board because, as Mr Willoughby remembered it, Sir 
Hugh Fraser thought that the employees who had been allocated shares 
unoer the FLdP were entitled to attend the meeting and vote. This was 
not correct and Lonrho 1 s resolution was only narrowly defeated on a 
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show-of-hands after a recount. Mr Willoughby understands that according 
to the registrars there are still 28 of the Lonrho "nominees" entered on 
the share register. 

6.(F)20 It does seem to me, I confess, that what is sauce for the goose 
is sauce for the gander, and the complaint made lies ill in Lonrho 's 
mouth nor it transpires, though Lonrho were not to know this, did the 
shares transferred emanate from the PLSP. 



Other Evidence 

6.(F)21 I have set out above the evidence I received from the PLSP 
trustees. I also took evidence as to the perception of these matters by 
actual participants.- I quote now an ex-employee, Mr Penri Morgan, who 
remains a participant due to the Inland Revenue rules, who previously 
worked in the Army & Navy Stores , and who spoke on behalf of a number of 
other participants; being still employees: 



"....You get a voucher for the dividend which you then have to 

cash in at any House of Fraser store as opposed - as one would 

prefer - a cheque, in terms of the inconvenience of having to 
make a special journey. But that is a minor consideration. My 
great grouse about the system is the fact that the holding of 
shares entitles one to vote ... it would be rather a bold thing 
for a person to do who is employed by House of Fraser, 

wherever, to vote against the recommendations of the Board. 

This, one would suspect, would be sort of dug out by the 
trustees ... about this person having so voted. "Well he is not 
going to be promoted", or whatever. Q. Do you have any 
examples of that because the evidence I have taken... is 
(that) .. .instructions have been given by the trustees not to 
inform management of the way any individual voted: only to 

inform (the company meeting) of the block vote as it were. -A. 
Yes, I have no knowledge of the trustees abusing their powers 
or passing information. 

....Lonrho, I have learned, have sent various memoranda which 
should be pinned to the notice board of each store setting out 
Lonrho *s position. . .In my experience of the notice board, there 
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was never any such notice pinned up... That is in the Army & 
Navy, and also Harrods, that I have established. What happens 
at other stores I do not know.... There may be (a system for 
distribution to individuals of circulars if they wish) 
but... unless you know there is something you would not go up 
and ask for something. Q. Were the circulars issued by the 
main board put up, or were there just no circulars at all? -A. 

There were circulars, indeed, but they were read out, and each 
person had to initial that they had read them at these Tuesday 
morning (staff training meetings). Q. Did not the Lonrho 
things get shown around then? -A. Not at all. The only 
reason I know about the Lonrho notices at all is that I wrote a 
letter of complaint to Tiny Rowland about similar matters as I 
wrote to you, and I saw his alternate Mr Robinson. 

Q. ...I am now asking you to assume (that a proper 
notifications scheme is introduced by the trustees, and 
participants) do receive notification. Supposing everybody has 
a chance, but a number of widows or ex-employees or a number of 
people not interested anyway do not reply. -A. I would not 
object to the trustees voting... in those circumstances if it 
was quite clear that they had a proper system and did endeavour 
to do the right thing... I think it is an absolute farce the way 
it has been conducted. ...I would be very grateful if you would 
consider the point that any notification or any correspondence 
from the trustees should be by post... I am not really accusing 
the lower management of malice in any way, but gross 
inefficiency" . 



Conclusions 

6.(F)22 I have no doubt that the intentions of the trustees, as 
explained by Mr Willoughby and Mr Gibb were good. I am equally sure 
that in practice their system did not work as well as it should, for, 
having taken account of the fact that Mr Morgan had a different dispute 
with House of Fraser, I nevertheless found his evidence balanced and I 
believe truthful. But clearly the picture was not elsewhere as black as 
his experience painted, for one third of the participants did in fact 
send voting instructions to the trustees. I suspect that part of the 
problem may lie in the administrative difficulties and failures in large 
stores in ensuring the distribution system in fact operates as it is 
designed to do. I believe too that the trustees have failed in their 
efforts to communicate to participants the fact that their voting will 
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under no circumstances be revealed to management, so that there may well 



be a real but misguided fear by some that they are caught opposing the 
board's party line. I suspect too that the over-enthusiasm of lower 
management to oppose Lonrho's demerger plans resulted in some of the 
unsatisfactory features described by Mr Morgan. 

6.(F)23 I conclude that, assuming problems of cost and administration 
are not prohibitive , a better system would be for important circulars 
and the like all to be sent to every participant by post to their homes, 
as is already done in the case of ex-employees and pensioners. 
Similarly the voting cards should continue to be sent to the registrars. 
It does seem too that the trustees have a communication and credibility 
problem which they should consider how best to solve. However I accept 
that, whatever failures there may have been in practice, the trustees 
have exercised a real independent judgement and are not, as alleged, the 
board's poodles, and that they have conscientiously tried to design a 
cost-effective means of distributing information to the participants, 
and that the partial failure of that system was not their fault. 




JOHN GRIFFITHS CMG QC 



1 BRICK COURT 



TEMPLE 



LONDON 
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APPENDIX 1: GENERAL MEETINGS 1982-83 



Ordinary Resolutions proposed by the Board 

To authorise directors to allot unissued shares 
(1980 Companies Act S14) 



AGM 24 JUNE 1982 



Poll demanded 
by Lonrho 



Special Resolutions proposed by the Board 



Resolution passed: 64,111,008 votes to 
57,200,177. 



To disapply pre-emption rights 
(1980 Companies Act SS 17 and 18) 



Poll demanded Resolution defeated: only 66,399,743 votes cast 

by Lonrho in favour when figure required was 91,494,606. 



To adopt new Articles Poll demanded 

by Lonrho 

Ordinary Resolutions proposed by Lonrho 

To override board ordinary resolution Poll demanded 

by Lonrho 



Resolution defeated: only 66,489,926 votes cast 
in favour when figure required was 91,945,485. 



Resolution defeated: 57,150,575 to 65,391,632. 



To request the board to ensure that shareholders Poll demanded Resolution defeated: 57,122,070 to 65,411,817. 

be given the opportunity to consider any offers by Lonrho 

for their shares from any source. 
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EGM 4 NOVEMBER 1982 



Ordinary Resolutions proposed by Lonrho 



To request the board to formulate proposals for 


Poll demanded Resolution passed: 72,425,325 to 31,349,547. 


the demerger of Harrods. 


by Lonrho 26,292,446 abstentions by proxy holders*. 


To remove Professor Smith from office as a 


Abandoned by N/A. 


director. 


Lonrho 



EGM 6 MAY 1983 



Ordinary Resolution proposed by the Board 




To accept the board 1 s recommendation against 


Poll demanded Resolution passed by 65,665,669 to 63,816,509. 


demerger and to express confidence in the board. 


by Lonrho 



EGM 30 JUNE 1983 



Ordinary Resolution proposed by Lonrho 
To approve proposal for demerger 


Poll demanded Resolution passed by 68,182,818 to 63,445,416. 



by Lonrho 



Soecial Resolution proposed by the Board 




To alter the Memorandum of Association to 


Poll demanded Resolution defeated; only 67,541,696 votes cast 


permit demerger. 


by Lonrho in favour when figure required was 98,698,252. 



* On this resolution the board offered no recommendation and discretionary proxies in favour of the deputy chairman were not 
voted . 
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APPENDIX 2 



Section 67 Companies Act 1981 provides as follows: 

Subject to the following provisions of this section, an 
agreement between two or more persons which includes provision for the 
acquisition by any one or more of the parties to the agreement of 
interests in shares in a particular company ("the target company") is an 
agreement to which this section applies if- 

(a) it also includes provisions imposing obligations or 
restrictions on any one or more of the parties to the 
agreement with respect to their use, retention or disposal 
of interests in that company ■ s shares acquired in 
pursuance of the agreement (whether or not together with 
any other interests of theirs in that company's shares to 
which the agreement relates); and 

(b) any interest in that company's shares is in fact acquired 
by any of the parties in pursuance of the agreement; 

and in relation to any such agreement references below in this section 
and in section 68 of this Act to the target company shall be read as 
referring to the company which is the target company for that agreement 
in accordance with this subsection. 

(2) The reference in subsection (1) (a) above to the use by parties 
to the agreement of interests in shares in the target company is a 
reference to the exercise of any rights or of any control or influence 
arising from those interests (including the right to enter into any 
agreement for the exercise, or for control of the exercise, of any of 
those rights by any other person) . 
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(3) Once any interest in shares in the target company has been 

acquired in pursuance of any such agreement as is mentioned in 
subsection (1) above, this section shall continue to apply to the 
agreement irrespective of- 



(a) whether or not any further acquisitions of interests in 
that company ' s shares take place in pursuance of the 
agreement ; and 

(b) any change in the persons who are for the time being 
parties to the agreement; and 

(c) any variation of the agreement; 

so long as the agreement continues to include provisions of any 
description mentioned in paragraph (1) of that subsection. 

References in this subsection to the agreement include references to 
any agreement having effect (whether directly or indirectly) in 



substition for the original agreement. 



(4) In this section (and in references elsewhere in this Part of 
this Act to an agreement to which this section applies) "agreement" 
includes any agreement or arrangement; and references in this section to 
provisions of an agreement- 

(a) accordingly include undertakings, expectations or 
understandings operative under any arrangement; and 

(b) (without prejudice to paragraph (a) above) also include 
any provisions, whether express or implied and whether 
absolute or not. 



(5) This section shall not apply to an agreement which is not 
legally binding unless it involves mutuality in the undertakings, 
expectations or understanding of the parties to it. 
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(6) For the purposes of sections 63 to 65 of this Act each party to 
an agreement to which this section applies shall be taken to be 
interests in all shares in the target company in which any other party 
to the agreement is interested apart form the agreement (whether or not 
the interest of the other party in question was acquired, or includes 
any interest which was acquired, in pursuance of the agreement). 

(7) For the purposes of subsection (6) above and section 68 of this 
Act an interest of any party to an agreement to which this section 
applies in shares in the target company is an interest apart from that 
agreement if he is interested in those shares otherwise than by virtue 
of the application of this section in relation to that agreement (and 
accordingly any such interest of his apart from that agreement includes 
for those purposes any interest treated as his by virtue of section 66 
of this Act or by virtue of the application of this section in relation 
to any other agreement with respect to shares in the target company to 
which he is a party) . 

(8) Any notification with respect to his interest in shares in the 
target company made to that company under section 63 of this Act by a 
person who is for the time being a party to an agreement to which this 
section applies- 

(a) shall state that the person making the notification is a 
party to an agreement to which this section applies; 

(b) shall include the names and (so far as known to him) the 
addresses of the other parties to the agreement, 
identifying them as such; and 
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(c) shall state whether or not any of the shares to which the 
notification relates are shares in which he is interested 
by virtue of this section and, if so, the number of those 
shares 

(9) Where a person makes a notification to any company under section 
63 of this Act in consequence of ceasing to be interested in any shares 
in that company by virtue of the fact that he or any other person has 
ceased to be a party to an agreement to which this section applies, the 
notifications shall include a statement that he or that other person has 
ceased to be a party to the agreement (as the case may require) and also 
(in the latter case) the same name and (if known to him) the address of 
that other person. 

(10) This section shall not apply to any agreement to underwrite or 
sub-underwrite any offer of shares in a company, provided the agreement 
is confined to that purpose and any matters incidental to it. 
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APPENDIX 3 



WITNESSES 


CALLED BY THE INSPECTOR 


David Arthur ACLAND 


Director and Chairman Barclays Unicorn 
Group . 


Edna Marcia Stella ADAMS 


Acting Chairman, Lonrho Shareholders 
Committee . 


Ronald Edward ARTUS 


Investment Manager, Prudential Corp PLC. 


John Victor ASPINALL 


Proprietor, Aspinall's Club. 


Edgar ASTAIRE 


Senior Partner, Astaire & Co. 


Angus Hugh Uniack BAIN 


Partner, Strauss, Turnbull & Co. 


Teresa Cathryn BAKER 


Secretarial Assistant, Lonrho PLC. 


Nigel BARKER 


Assistant Secretary, Midland Bank PLC. 


Peter Brittan BELL 


Former Assistant General Manager, Legal & 
General Assurance Soc Ltd. 


Sir Timothy Hugh BEVAN 


Chairman, Barclays Bank PLC. 


Ernest Frank BIGLAND 


Deputy Chairman, London Trust Co Ltd. 


Colin Hindmarsh BLACK 


Deputy Chairman and Investment Managing 
Director, Globe Investment Trust PLC. 


Angus Richard BONSOR 


Partner, Rowe & Pitman. 


Colyn Franlyn BRAUN 


Former Partner, Knightsbridge Sporting Club. 


Cyrill BRILL 


Investment Manager, The Royal London Mutual 
Insurance Soc Ltd. 


Geoffrey Ernest BROWNE 


Chief Investment Manager, Sun Alliance 
Insurance Group. 


Charles Henry Albion BURTON 


Unit Trust Manager, Guardian Royal Exchange 
Assurance Group. 


Gordon BURWOOD 


General Manager and Secretary The Airways 
Pension Scheme. 


Andrew Robert BUXTON 


General Manager, Barclays Bank PLC. 


Gordon CAIRNS 


Personal Assistant to Director of Finance, 
House of Fraser PLC. 


John Andrew CALDECOTT 


Chairman, M & G Group PLC, Director, 
Kleinwort Benson Lonsdale Ltd. 


Michael Barry CANNAN 


Chief Executive, Electricity Supply Pension 
Scheme . 


Stephen Gordon Lord CATTO 


Chairman, Morgan Grenfell Holdings Ltd. 


Charles Terence Steven CAVANAGH 


Fund Manager, Warburgs Investment Management 
Ltd. 


Raymond Percival St George CAZALET 


Investment Manager, Henderson Administration 
Ltd. Managing Director, Witan Investment 
Co Ltd. 


Christopher George CLARK 


Investment Director, Henderson Administration 
Ltd. 


George Kenneth Valentine CLARKE 


Partner, W & J Burness, Solicitors. 
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Kenneth Johann COSTA 



James Martin COX 

William Alec CRADDOCK 
William George CROSSAN 

Howard Warwick CUMMINGS 

Howard DAVIES 

Nigel Mark DAWSON 

Peter DEFTY 

George John James DENNIS 

Peter Robin Teichman DERVILLE 
Dr Marquard DE VILLIERS 
Christopher Donald Noyes DICKMAN 
Dr Bernard DONOGHUE 
Edward Dillon Nott DU CANN 
Robert Fergus DUNLOP 
Antony Michael ENNEVER 
Laurence John FAULKNER 
Robert FAWCETT 

Ali al FAYED 

Mohamed Abdel Monem al FAYED 
Thomas Fenton FERGUSON 

Douglas FERRANS 

Max Henry FISHER 
Nicholas David FITZPATRICK 
Lady FRASER of Allander 



Sir Hugh FRASER 

ADRIANA FUNARO 
Carol GALLEY 

Simon Dallas Lord GARMOYLE 



General Manager, Corporate Finance 
Department, S G Warburg & Co Ltd. 

Assistant Investment Manager, Prudential 
Corporation PLC. 

Chairman and Managing Director Harrods Ltd. 

Deputy Chairman and Managing Director, 

House of Fraser PLC. 

Former Assistant Investment Manager Merchant 
Navy Officers' Pension Fund. 

Assistant Investment Manager, Co-operative 
Insurance Society Ltd. 

Manager, Duncan Lawrie Ltd. Director, 

Dunlaw Nominees Ltd. 

Investment Manager, U K Portfolio, Kuwait 
Investment Office. 

Investment Director, PosTel Investment 
Management Ltd. 

Associate Member, Astaire & Co. 

Director, Lonrho South Africa Ltd. 

Partner, Scott, Goff, Hancock & Co. 

Partner, Grieveson, Grant & Co. 

Deputy Chairman, Lonrho PLC. 

Director, Lonrho PLC. 

Consultant, Strauss, Turnbull & Co. 

Salesman, Grieveson, Grant & Co. 

Chairman, Investment Sub-Committee Merchant 
Navy Officers' Pension Fund. 

Businessman. Brother-in-law of Mrs A Funaro 

Businessman. Brother-in-law of Mrs A Funaro 

Investment Adviser to Sheikh Nasser-Al-Sabah 
of Kuwait. 

Fund Manager, Scottish Amicable Investment 
Managers Ltd. 

Director, S G Warburg & Co Ltd. 

Fund Manager, British Rail Pension Funds. 

Shareholder, House of Fraser PLC. Trustee, 
Hugh Fraser Foundation, Lord Fraser of 
Allander 1966 Trust, Lord Fraser of Allander 
Testamentary Trust, Hugh Fraser 1962 Trust 
and Emily Fraser Trust. 

Former Chairman, House of Fraser PLC, 
Trustee, Fraser Trusts. 

Former shareholder, House of Fraser PLC. 
Director, Warburg Investment Management Ltd. 
Managing Director, S G Warburg & Co Ltd. 
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Nigel Maitland Dewar GIBB 

John Walker GIBBON 

Ronald James McIntosh GIBSON 

Alexander Clement GILMOUR 
Donald GORDON 

James GOSSMAM 

Peter Alfred GRAHAM 

Azza Fawzi Abdel HAFEZ 
David William HARDIE 

Thomas Henderson HARDIE 

Thomas Roger HARRISON-TOPHAM 
Raymond Leslie HART 
Philip HAWLEY 

Jack Arnold HAYWARD 

Philip William Alexander HENDERSON 

Robert Alistair HENDERSON 
William Harry HILLING 

David Hugh Lang HOPKINSON 

Gerald Watson HORNER 

Robert Charles Reneke HOYER MILLAR 

Harold Paul HUGHES 

Alan Peter HUMPHRIES 
Duncan Robert HUNTER 
James Balfour HYSLOP 
David IVES 

Martin Wakefield JACOMB 
Fouad Khalad JAFFAR 



Manager, House of Fraser Employee Share 
Plan. 

Investment Manager, British Aerospace 
Pension Funds Trustees Ltd. 

Investment Manager, Electricity Supply 
Pension Scheme. 

Former Senior Partner, Carr, Sebag & Co. 

Chairman, Liberty Life Association of 
Africa Ltd. 

Former Deputy Chairman, Scottish & 

Universal Investments Ltd. 

Senior Deputy Chairman, Standard Chartered 
Bank PLC. 

Private Secretary to Dr A Marwan. 

Chairman and Chief Executive Globe 
Investment Trust PLC. 

Manager, Stock Exchange Services Dept, 
Clydesdale Bank PLC. 

Director, S G Warburg & Co Ltd. 

Associate Member, Stock Beech & Co. 

Chairman and Chief Executive Officer, Carter 
Hawley Hale Stores Inc, Los Angeles. 

Chairman, Grand Bahama Development Co Ltd. 

Deputy Investment Manager, Merchant Navy 
Officers Pension Fund. 

Chairman, Kleinwort Benson Lonsdale PLC. 

Former Managing Director, Barclays 
Investment Management Ltd. 

Chairman, M & G Investment Ltd, Deputy 
Chairman and Managing Director, M & G Group 
PLC. 

Partner, Scrimgeour, Kemp-Gee & Co. 

Deputy Chairman, Barclays Bank Trust Co Ltd, 
Chairman, Barclays Investment Management 
Ltd . 

Former Director of Finance, British 
Broadcasting Corporation, Trustee, BBC New 
Pension Scheme. 

Director, House of Fraser PLC. 

Partner, Cazenove & Co. 

Partner, Phillips & Drew. 

Clerk, Astaire & Co. 

Chairman, Kleinwort, Benson Investment 
Management Ltd. 

Deputy General Manager, Kuwait Investment 
Office . 
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Hugh Royston JENKINS 

Dieter Wilhelm JOHR 

Peter KALMS 
Shoroku KATO 
Rona KELLY 

Mark Norman KEMP-GEE 
Peter James Valentine KIRWAN 

Thomas Macpherson LAWRIE 

John Anthony LEEK 

William Nigel Henry LEGGE-30URKE 

Leonard Samuel LIGHT 

John Nigel LITTLEWOOD 
Jeremy Ian MACAULAY-HAMILTON 
Robert John MACONOCHIE 
Duncan Carswell MAIR 
Stanley Alexander MAITLAND 

Peter Leonard MARTIN 
David Dennis MARTIN-JENKINS 

Dr Mohamed Ashraf MARWAN 
David Lionel MAYHEW 
Ronald Nicholson MCDONALD 

Peter MILEHAM 

David MILLIGAN 

Eliahu MIRON 

Robert McEwan MITCHELL 
Robert Lawrence MITCHELL 
Werner Oswald MOREL 
John Alfred MORGAN 
Penri Rhys MORGAN 
Robert Charles MORGAN 
David George Arthur MOSS 

Keith Rupert MURDOCH 

Geoffrey Charles MUSSON 
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Investment Director, National Coal Board 
Pension Funds. 

Managing Director, Rahn & Bodmer Banquiers, 
Zurich. 

Chairman, Solmecs Group (UK) Ltd. 

General Manager, Nisshoiwai Corporation. 

Personal Assistant to R W Rowland, Lonrho 
PLC . 

Senior Partner, Greig Middleton & Co. 

Director, Duncan Lawrie Ltd. Director, 

Dunlaw Nominees Ltd. 

Legal Adviser to House of Fraser PLC 

Director, Caparo Industries PLC. 

Partner, Grieveson, Grant & Co. 

Senior Director, S G Warburg & Co Ltd 
Managing Director, Warburgs Investment 
Management Ltd 

Partner, Rowe & Pitman. 

Partner, Grieveson, Grant & Co. 

Investment Analyst, James Capel & Co. 

Operations Director, House of Fraser PLC. 

Director and Investment Manager, Pearl 
Assurance PLC. 

Financial Controller, House of Fraser PLC. 

Former Chairman, Investment Sub-Committee, 
Merchant Navy Officers Pension Fund. 

Shareholder, House of Fraser PLC. 

Partner, Cazenove & Co. 

Manager of Finance and Administration, London 
Office, Abu Dhabi Investment Office. 

Assistant Investment Manager, Mercantile & 
General Reinsurance Co Ltd. 

Director and Company Secretary, House of 
Fraser PLC. 

Senior Partner, Miron, Bension & Prywes, 
Advocates and Notaries, Tel Aviv. 

Accountant, Clydesdale Bank PLC. 

Investment Manager, Cornhill Insurance PLC. 

Director, Max Morel Ltd. 

Fund Manager, British Rail Pension Funds. 

Law student. 

Clerk, Rowe & Pitman. 

Managing Director, Barclays Investment 
Management Ltd. 

Chairman and Chief Executive, News Internation 
Ltd. 

Investment Manager, Merchant Navy Officers 
Pension Fund and Merchant Navy Ratings 
Pension Fund. 

Library Digitisation Unit 



James NEWLANDS 



Norman Henry NEWTON 

Mark Patrick NICHOLLS 
Martin Anthony NOTLEY 

Donald Alfred Griffiths NORWOOD 

Robert Alan PADGETT 

Colin Edward PARKER 
James Duncan PARKER 
Anthony Keith PARNES 
John PARSLOE 

Anthony Wentworth PASSMORE 

John Edmonston PATERSON 
Michael John PEARCE 
Dennis Spencer PENFOUND 

Ronald George PENNEY 
David William James PRICE 

Hugh Michael PRIESTLEY 

Christopher Thomas Brendon PURVIS 

David QUARMBY 

Michael Julian RAMUS 

Sir Nicholas John REDMAYNE 

John Silvio REGRUTO 

John RICHARDS 

Michael John de Rougemont RICHARDSON 
George Alan ROBB 

Terence John ROBINSON 
James Hugh Lord ROCKLEY 

Nathaniel Mayer Victor Lord ROTHSCHILD 
Roland Walter ROWLAND 

Charles David RUNGE 
David Gerald SCHOLEY 



Registrar, Stock Exchange Services Dept, 
Clydesdale Bank PLC. 

Assistant Manager, Securities Dept, 
International Division, Midland Bank PLC. 

Senior General Manager, S G Warburg & Co Ltd. 

Head of Pensions Accounts, British 
Broadcasting Corporation. 

Corporate Pensions Manager, British Aerospace 
PLC . 

Director of Finance, PosTel Investment 
Management Ltd. 

Investment Manager,- Eagle Star Group. 

Assistant General Manager, Eagle Star Group. 

Clerk, Laing & Cruickshank. 

Director, Warburg Investment Management Ltd. 

Investment Director, Equitable Life 
Assurance Society. 

Former Personal Assistant to Sir Hugh Fraser. 

Company Secretary, Lonrho PLC. 

Director and Secretary, Duncan Lawrie Ltd, 
Director Dunlaw Nominees Ltd. 

Clerk, Laing & Cruickshank. 

Senior Director, S G Warburg & Co Ltd 
Managing Director, Warburgs Investment 
Management Ltd 

Investment Manager, Henderson Administration 
Ltd. 

Senior Representative, Tokyo Office, 

S G Warburg & Co Ltd. 

Group Accountant, Loans & Investments, 

County Treasury, Greater Manchester Council. 

Securities Clerk, Midland Bank PLC. 

Partner, Grieveson, Grant & Co. 

Manager's Assistant, Securities Dept, 
International Division, Midland Bank PLC. 

Head of Retail Analysis Dept, Capel, Cure, 
Myers . 

Managing Director, N M Rothschild & Sons Ltd. 

Investment Manager, Aberdeen Fund Managers 
Ltd . 

Director, Lonrho PLC. 

Director, Corporation Finance Division, 
Kleinwort, Benson Ltd. 

Director, N M Rothschild & Sons Ltd. 

Managing Director and Chief Executive 
Lonrho PLC. 

Former Employee, Kleinwort, Benson Ltd. 

Joint Chairman, S G Warburg & Co Ltd. 



Printed image digitised by the University of Southampton Library Digitisation Unit 



John Alexander SEARLE 
Ernest Henry SHARP 
Peter John SHEARLOCK 
Graham Hamilton SHEDDEN 
Dr Ulf SIEBEL 

Peter Walter SIMON 

David Michael SIMPSON 
James Derrick SLATER 
Professor Roland SMITH 
Andrzej Wiktor SOBCZAK 
Harry Hougham SPARKS 
Patrick Michael Rex SPENS 
Paul George Bullen SPICER 
Walter Harry STANNARD 

Edward Gerald Patrick ST GEORGE 

Derek Ronald STRAUSS 

Malcolm Anthony THOMPSON 
Robert Campbell THORNTON 
Ian MacDonald TROTTER 

David Lambert TUCKER 

Stanley Livingston VINTER 
Field Laurence Joseph WALTON 

Frederick William WATTS 

David O'Reilly WATTS-RUSSELL 
Alfred WEBSTER 
James Glynn WEST 

Nigel WHITTAKER 
George WILLOUGHBY 
Stephen WOOD 

Keith Winston YEATES 



Associate Member, Strauss, Turnbull & Co. 

Director, House of Fraser PLC. 

City Editor, "The Sunday Times". 

Accountant, Allander Holdings Ltd. 

Chief Executive, Arab Banking Corporation - 
Daus & Co GmbH, Frankfurt. 

Senior Investment Manager, Legal & General 
Assurance Society Ltd. 

Financial Journalist "The Guardian". 

Financier . 

Chairman, House of Fraser PLC. 

Associate Member, de Zoete & Bevan. 

Partner, Phillips & Drew. 

Managing Director, Henry Ansbacher & Co Ltd 
Director, Lonrho PLC. 

Manager, Securities Dept, Banque Beige Ltd, 
Director, Banque Beige Nominees Ltd. 

Vice-Chairman, Grand Bahama Development Co 
Ltd. 

Joint Senior Director, Strauss, Turnbull & 
Co . 

Former Employee, Stock Beech & Co. 

Chairman and Chief Executive, Debenhams Ltd 

Investment Manager, Sun Alliance Insurance 
Group . 

Director, M & G Investment Management Ltd 
and M & G Group PLC. 

Partner, Greig, Middleton & Co. 

Investment Manager, Temple Bar Investment 
Trust PLC. 

Administrative Director, Strauss, Turnbull 
& Co . 

Partner, Greig, Middleton & Co. 

Manager, Astaire & Co. 

Investment Manager, Globe Investment Trust 
PLC. 

Former Company Secretary, British Sugar PLC 

Director of Finance, House of Fraser PLC. 

Chief Investment Manager, Co-operative 
Insurance Society Ltd. 

Office Manager, Stock Beech & Co. 
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MOVEMENT IN MAJOR SHARE HOLDINGS 



APPENDIX 5 
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1,175,000 










135, OK) 


340,009 


555,009 


701,509 


1,228,009 


1,017,5® 


719,009 


924,260 


924,260 


924,260 


924,260 


924,260 


1,099,269 


1,274,260 


1,274,2 60 


1,274,260 


1,274,260 


1,274,260 


240 nrm 


240,000 


240, 000 


240,000 


240 , GOO 


240,000 


240,000 


965, OCX) 


965, CTO 


965,000 


702,500 












129,000 


150,000 


150,000 


150, CTO 


175, 000 




215,752 














229, CTO 


143,030 


160,500 














100, OCX) 


187,500 


200*000 


- 


















135,050 


135,050 


110,050 


3.565.367 


3,565,367 


3,565,367 


3,565,367 


3,565,367 


3,635,367 


3,635,367 


3,635,367 


3,635,367 


3,635,367 


3,635,36? 




156,200 


151,200 


151,200 


151, 2O0 


126,200 


131,200 


148, 700 


138,700 


138,700 


118,700 


7,344,626 


10,292,579 


10,356,827 


10,406,827 


10,641, 8Z7 


12,105,845 


12,754,836 


13,814,836 


14,807,886 


13,943,618 


11,843,11® 








1,000 


1,000 


1,000 


1,000 


1,000 


2, TOO 


1,000 


1,000 












1,000,000 


1,000,000 










203,165 


203,165 


201,965 


201,965 


201,965 


170,000 


170,000 


170, TOO 


170, CTO 


170, CTO 


- 












200,000 


725,000 


725,000 


725 9 CX0 


625, CTO 


625, ooo 












210,000 


210,000 


211,404 


211,922 


250, CEO 


300,000 
















106,000 


115,150 


106,900 


106,000 




















175 ,000 


175,000 


610, CM3 


660,000 


660,000 


660,000 


660,000 


4,125,000 


4,163,868 


4,175,000 


4, 175, CTO 


4,175 ,TO0 


4. 175,000 
















250,000 


250,®® 


250,000 












1,050,528 


1,102,263 


1,100,000 


1,102,674 


1,103,752 


1,109,5 52 


















100, CTO 


250, CHS) 


250, CTO 


484,156 


484,156 


484,156 


464,156 


484,156 


519,656 


544,656 


544,156 


544,156 


544,156 


494,136 


1,273,267 


1,273,267 


1,271,767 


1,272,167 


1,272,167 


1,269,267 


1,270,167 


1,264,226 


1,264,226 


1,256,426 


1,241,022 


2,570,588 


2,620,588 


2,617,888 


2,617,288 


2,617,288 


8,543,451 


9,184,954 


8,294,786 


8,657,128 


i,9€M,334 


8,724,730 


1,183,379 


2,285,524 


2,285,524 


2,283,093 


2,280,782 


3,160,321 


3,141,566 


3,777,478 


3,735,177 


3,694,190 


4,280,735 


13,919,506 


18,019,654 


16,082,352 


18,131,161 


18,363,850 


27,118,570 


28,872,309 


29,679,253 


30,997 ,460 


30,563,411 


28,766, 102 
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APPENDIX 6 



ALLEGED DEF ENSIVE CONCERT PARTY - WIM MOLDINGS 



Share Price ..... 


107p 


127p 


136p 


136p 


I3Gp 


I40p 


149p 


145p 




150p 


18$) 


174p 


206p 


23S|p 


228p 




1.1.80 


25,3.80 


6.6.00 


23.7.1© 


©-9.80 


29.10.80 


1.4.81 


1.10.81 


7. 4. ft? 


21.6.82 


8.12.® 


12.4.© 


27.7.© 


24.8.© 


4.10.© 


. MAJOR HOLDERS 




- 




























scheduled by lonfb d 
































BRITOT RAIL - (JUNCTION 
































NOMINEES) 


1,870,000 


?, 500,000 


2,525,0© 2,525,000 


2,525,000 


2,525,000 


2,570,000 


2,950,000 


2,950,000 


2,950,000 


2,950,000 


2,950,0© 


2,950,0© 


2,950,0© 


2,950,0© 


POST OFFICE W A/C (TOSS FU© 






















now. ltd V A/C BRITEL FUND 
TRUSTEES LTD 'V* A/C) 


840, 000 


840,000 


840,000 


840,000 


840, or© 


840,000 


840,0© 


040,000 


840, OC© 


915,000 


915,000 


940,0© 


940,0© 


940,0© 


940,0© 


BBC W A/C (BARCLAYS M*E. 


























(LOMBARD ST) WI A/C) 


- 


- 


6®, 000 


875,000 


1,050,000 


1,075,000 


1,155,000 


1,100,000 


800,000 


800,000 


800,000 


8©,0© 


8©,Q© 


8OT,0© 


8©,0© 


J SADE8URY P + D BS (GLYN 
























KILLS NCMS. (LOW® ST) LTD 
1026 A/C 


135,000 


135,0© 


135,000 


135,000 


135,000 


200, 000 


200,000 


200,000 


200,000 


200,000 


200,000 


200,000 








CO OP P/F LKTT TRUST 
































(COOPERATIVE FENS ION FUNDS 
































UNIT TRUST NCMINEES LTD) 
MERCURY GEfSRAL FUND 

(30 (swam st nomsmtic 

NOB 5/to) 


240,000 


2<©,000 


240,000 


240, COO 


240,000 


240,000 


240,000 


240,000 


240,000 


240,000 


965,000 

125,0© 


mo© 


915,0© 


702,500 


702,5© 
















— 


— 


- 




- 


2©,©0 


2©,0© 


12,5© 


— 


MERCURY EXEMPT FIT© 






























(ICIROPOUTAN EXEMPT FUfff) 
NOTNEES LTD) 


- 


- 


- 


- 




— 










©0,000 


135,050 


136, 0© 


110, 050 


60,050 


WST NOMINEES LTD 




























(SEE SEPARATE SCHEDULE) 
SUB TOTAL (A) 


- 


- 


150,000 


150,000 


150,000 


150,000 


240,000 


90,000 


90,000 


90,000 


102,5© 


102,5© 


77,5© 


77,9© 


77,5© 


J,U36,CUJ 3,715,000 4,566,000 4,765,000 


4,940,000 


5,030,000 


5,245,000 


5,420,000 5,120,000 


5,195,000 


6,257,500 


6,292,550 


6,017,560 


5,582,550 


5, 5©, 060 



2. OTTER MAJOR HOLDERS 



SUB TOTAL (B) 



30,C00 42,003 117,000 117, COO 117,000 117,000 117,000 



111,000 120,000 120,000 155,000 204, 000 216,500 



112,500 112,500 



3 - ffiSHmt CLIENT AOtsUNTS 
SUB TOTAL (C) 

TOTAL 

B, MARBURG "INFLUENCE" 



359,689 306,689 .306,603 318,689 318,6© 

3,474,689 4,143,0© 4,980,609 5,203,6® 5,375,689 



318,689 333,689 507,147 433,147 648,147 1,129, 737 1,410,747 1,190,436 943, S5 

5,465, 60S 5,895,680 6,033,147 5,723,147 5,963,147 7,542,297 7,907,297 7,424,485 6,648,335 



897,435 



6,539,985 



NC8 

POST OFFICE 

AEH3SPACE 

CIS 

TOTAL 



3,565,367 3,565,367 
1,006,000 1, 111,000 

75,000 75,000 

874,2ft) 924,260 

5,600,627 5,675,627 



3,565,367 3,565,367 3,565,367 3,565,367 3,565,367 
1,111,000 1,111,000 1,175,000 1,200,000 1,250,000 



75,000 ffi,000 25, COO 25,000 25,000 

924,360 924,360 964,260 924,260 924,360 

5,675,627 5,625,627 5,^9,627 5,714,627 5,764,627 



3,565,367 3,635,367 3,635,367 3,635, 367 3,635,367 3,635,367 

1,250,000 1,700,000 1,800,000 1,800,000 1,800,000 1,800,000 

25, 000 137,000 154,000 175,000 162,500 187,500 

1,049,260 1,224,360 1,274,260 1,274,260 1,274,260 1,274,260 



5,800,627 6,696,627 6,863,627 6,884,627 6,872,127 6,ffl7,127 
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3,635,357 3,635,367 

1,8X1,030 1,800,000 

187,9© 187,500 

1,274,360 1,274, 2BQ 
6,607,127 6,897,127 





1.1.80 


25.3.80 


6.6.80 


23.7.80 


30.9.80 


29.10.80 


1.4.81 


1.10.81 


7.4.82 


21.6.82 


8.12.82 


12.4.83 


27.7.83 


24.8.83 


4.10.83 


A 

Sun Al lierca 
London Assurance 
SAL P/F 
Equity Trust 

SUB TOTAL 


360,0X1 

360.000 

100.000 


363, OCX) 

360.000 

100.000 


360.000 
303,003 

180.000 


360.000 

380.000 

180.000 


380.000 

360.000 

180.000 


360, COD 
360,000 
180,000 


360,000 

360.000 

183.000 


303.000 

360.000 
180,000 

75,003 


373.000 

400.000 

180.000 
75,000 


370.000 
400,003 

180.000 
75,000 


370,000 

400.030 

183.030 
75,000 


370.000 

400.000 

180.000 


370.000 

433.000 
183,030 


370.000 

400.000 

183.000 


370, COO 

400.000 

183.000 


900,000 


900,000 


900,000 


900,003 


900,000 


900, OX) 


900,000 


975,000 


1,025,000 


1,025,000 


1,025,003 


950,000 


950,000 


950,000 


993,003 


B 

HENDERSON AMKtSTRATIGN 

Wltsn Investments 
Natianal Bus P/F 

SUB TOTAL 














75,000 


250.000 

125.000 


300.000 

125. 000 


325.000 

125.000 


325.000 

15.000 


325.000 

125.000 


600, OCO 
125,000 


600,000 

125,000 


600,000 

125,000 


- 


- 


- 


- 


- 


- 


75,000 


375,000 


425,000 


450,000 


490,000 


450,000 


725,000 


725,000 


725,000 


A + B 


900,000 


900,000 


900,003 


900,000 


900,000 


900,000 


975,003 


1,350,000 


1,450,000 


1,475,000 


1,475,00) 


1,400,000 


1,675,000 


1,675,000 


1,675,000 


C 

maxts iraacwi 

mesas* 

500 

Oanesral 

BTIF 

Trustee 

SUB TOTAL 


430.000 
90,000 

420.000 

156.000 

125.000 


420,660 

90,000 

420.000 
155, COO 

125.000 


420,600 

00,003 

420.000 

155.000 
125, 030 


420,660 
65, (XX) 

420.000 

155.000 
125, OCX) 


420,660 

65,000 

420.000 

156.000 

125.000 


420,660 

65,000 

420.000 

155.000 
125,003 


350.000 
66,000 

420.000 

156.000 
125.0CO 


SO, COO 
65,000 

420.000 

155.000 

125.000 


383.000 
65,000 

420.000 

155.000 

125.000 


350.000 
66,000 

420.000 

156.000 

125.000 


350, OCO 
65,000 

420.000 

156.000 

125.000 


393.000 
65,000 

420.000 

156.000 

125.000 


*0,000 

65,000 

200,000 

156,003 

125,000 


*0,000 
65,030 
200,000 
156, XX) 
125,000 


*0,000 
66,000 
200,003 
155,000 
125, COO 


1,210,000 


1,210,660 


1,210,660 


1,210,660 


1,185,660 


1,185,603 


1,115,000 


1,115,003 


1,115,000 


1,115,000 


1,115,000 


1,115,000 


895,000 


895,000 


895,000 


D 

1 MM SI m 

Insurance 
Inwstmants 
Psnaion Raids 

SUB TOTAL 


420.000 
48,000 

161.000 


330,000 

43,000 

100,003 


330,030 

46,000 

100,000 


330.000 
48,000 

100.000 


330,000 
48,000 
100, CO) 


330.000 
40,000 

100.000 


330.000 
40,000 

100.000 


505.000 
40,000 

100.000 


400.000 

245.000 

100.000 


450.000 

245.000 

100.000 


490.000 

245.000 
ICO, COO 


490,000 

245,0X3 


700.000 

245.000 


700,003 

245,000 


TOO, CTO 
245, §33 


629,000 


478,000 


478,000 


478,000 


478,000 


478,030 


470,000 


645,000 


745,030 


795,000 


795,003 


695,000 


945,000 


945,000 


935,000 


E 

MIHt INV HtSKBBfT 


710,708 


710,703 


710,708 


710,708 


710,708 


710,7X8 


710,7X6 


710,7X8 


702,308 


702,303 


656,710 


579,903 


576,7X6 


576,705 


576,706 


C + D + E 


2,540,708 


2, 399.30B 


2,399,368 


2,339,368 


2,374,368 


2,374,368 


2,296,708 


2,470,7X8 


2,562,308 


2,612,308 


2,566,710 


2,309,92B 


2,416,7X5 


2,416,705 


2,416,7* 


































(BAND TOTAL 


3,448,706 


3,39,368 


3,299,368 


3,299,368 


3,274,368 


3,274,368 


3,270,738 


3,820,738 


4,012,308 


4,087,308 


4,041,710 


3,7B9,908 


4,091,705 


4,031,705 


4,091,7* 
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APPENDIX 8 



'mngggn .smith" mmmr. 



PROF SMITH (PERSONAL) 

piranraaiips 

B^JITAHLE LIFE 

UNIVERSITY LIFE 

PELICAN UNITS ACMINISP 
LTD 

LONDON TRUST 

TMYJE BAR IWEOTENT 
TRUST 

SUB TOTAL 
OTHER 

ABERDEEN THUST 

airway p/f 

GLOBE INVESTMENTS 
TYNDALL 

•SOOmSH FUND" 

MiG FINK 

MiG MANAGED FUNDS 

MiG JOINTLY MANAGED 
FITCS 

GREATER MWOESTER 
COUNCIL 

POWELL FAMILY 
SIB TOTAL 



1.1,00 25.3. ft) 6.6.00 23.7.80 30.9,00 29.10.1*) 1.4. 81 


1.10.01 


7.4.02 


21.6.82 


8.12,82 


12.4.83 


2?.7.B3 


24.8.83 


4.10.a3 






- 


- 


1.000 I.OOC 


> 1,000 


1,000 


1,000 


1,000 


1,000 


1,000 


1,OCO 


1,000 


1,000 


- 


- 


~ 








135, 000 


210,000 


ao.ooo 


210,000 


211,922 


211,922 


300,000 


300,000 


300,000 












- 


~ 


- 


25,000 


25, COO 


25, ax 


25, ax 


25,000 


25,000 


25,000 




- 


- 


- 


- 


- 


- 


- 


- 


- 


- 


100,000 


175,000 


175, ax 


175,000 


’ 










325,000 


600,000 

250,000 


1,000,000 1 
250,000 


,000,000 

250,000 


600,000 

250,000 


250, ax 


250,000 


250,000 


250,000 


mo 


- 


- 


- 


- 


- 


325,000 


985,000 


1,460,000 1 


,485,000 


1,065,000 


406,992 


586,922 


750,000 


750, OCX 


750,000 


72,000 


72,000 


72,000 


72,000 


72,000 


72,000 


100,000 


150,000 


170,000 


170,000 


170,000 


170,000 


170,000 


- 










~ 


- 


- 


- 


- 


525,000 


725,000 


725,000 


725,0» 


<535,000 


625,000 


6S.00D 


610,0X1 


660,000 


660,000 


660,000 


660,000 


660, 000 


3,250,000 


3,650,000 4 


,060,000 


4,175,000 4 


,175,000 


4,175,000 


4, 175, ax 


4,175,000 


4,175,000 


271,536 


271,536 


271,572 


271,572 


271,934 


221,934 


— 


















171,000 


171,000 


171,000 


171,000 


171,000 


171,000 


- 


— 


_ 


— 






— 








— 


- 




- 


- 


250,412 


975,000 1, 


,101,752 


1,152,623 1 


,150,056 


1,153,752 


1,158,552 


1,159,562 


1,159,893 














100,000 


335,000 


300,000 


303,000 


130,000 


130,000 


- 


- 


- 




- 


- 


- 


- 


- 


50,000 


360,000 


505,000 


610,000 


510,000 


510,000 


560,000 


560,000 


560,000 


400,000 


480,000 


480,000 


480,000 


400,000 


480,000 


630,000 


540,000 


519,000 


540,000 


50,000 


540,000 


540,000 


540,000 


390,000 


,383,097 


1,383,097 


1,392,397 


1,382,397 


1,381,797 


1,381,797 


1,381,797 


1,300,797 1, 


379,797 


1 ,303,038 1, 


,379,097 


1,375,347 


1,371,297 


1,371,297 


1,371,217 


308,433 


3,038,433 


3,036,909 


3,006,969 


3,036,731 


2,906,731 


5,762,209 


7,390,79 7 8, 


030,549 


9,117,661 8, 


.779,963 


8,780,099 


8,599,8® 


8,430,8® 


8,281,166 



GRAND TOTAL 



2,S83,433 3,038,433 3,006,969 3,036,969 3,036,731 3,311,731 6,747,339 8,860,797 10,175,549 10,332,661 9,266,9® 9,367,021 9,349,849 



9 , 180 , 8 ® 9 , 031,165 
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LEGAL & GENERAL HOLDINGS 



APPENDIX 9 



1.1.80 23.3.80 6.6.80 



L&G 2, 40), 913 2,460,913 2,460,913 



EXENFT EQUITY - 20,000 20,000 



UHTY HMJ - 00,000 80,000 



ORDINARY Fit® 



HIXED FUf© 432,000 432,000 432,000 



•diamdtc 



23.7.80 33.9.80 29.10.00 1.4.81 1.10.81 7.4.82 



,462,113 2,462,953 2,462,953 2,462,953 2,462,953 2,512,953 



20, OCX) 20,000 20,000 20,000 20,000 20,000 



80,000 80,000 00,000 80,000 00,000 80,000 



432,000 432,000 432,000 432,000 432,000 432,000 



21.6.82 


8,12,82 


12.4.83 


27.7,83 


24.8.83 


4.10.83 


1,537,953 


2,543,069 


2,544,269 


2,644,269 


2,644,2© 


2,644,269 


20,000 


20,000 


2), 000 


20,000 


23,030 


20,000 


80,000 


80,000 


00,000 


80,000 


80,000 


80,000 


- 


432,000 


432,000 


432,000 


432, OCX) 


432,000 


432,000 


- 


- 


- 


- 


- 








150,000 


150,000 


150,000 



SB TOTAL 



2,092,913 2,992,913 2,992,913 2,994,113 2,994,953 2,994,953 2,994,953 2,994,953 3,044,953 3,069,953 3,075,069 3,075,209 3,191,259 3, 191, *9 3,191,269 



*The 150,000 Bhares beneficially owned by Diamond Trading Company (Proprietary) Ltd. Pension and Assurance Scheme were transferred from the ordinary 
Fund on 13th April 1903. The ordinary fund on 13th April 1983. The ordinary fund holding was then restored to a balance of 432,000 shares by purchases 

of 50,000 shares on 10th May 1983 and of 100,000 shares on 1st June 1983. 
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